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PART I—Papers Read at Annual Meeting 


COLLEGE EDUCATION FOR INSURANCE: 
A MINIMUM PROGRAM 


By Proressor Davip McCaHan and Proressor Harry J. LoMAN 
University of Pennsylvania 
CAREERS IN INSURANCE DEFINED 


p Peele the title might indicate otherwise, it is not the intention of 
this paper to include collegiate instruction for every possible kind of a 
career in insurance. Therefore, at the outset some limitations will be 
placed on its scope. Many kinds of highly qualified technicians and 
professional personnel such as physicians, lawyers and actuaries have 
their careers in the insurance business. Each of these groups has its own 
distinctive and well established educational preparation which is apart 
from the present discussion although parenthetically it should be said 
that a substantial part of the type of program about to be outlined would 
serve as an excellent background for one who practices any of these 
specialties within the bounds of the insurance business. 

The careers with which we are concerned fall in what might be called 
the business operations area, including such activities as the determina- 
tion of business and administrative policies, organization and manage- 
ment, personnel and public relations, financial operations, the marketing 
processes and including, in the case of insurance field personnel, the 
advising and counselling of insurance buyers. 


CoLLEcE EpuCATION FOR BUSINESS 


Not many years ago it was assumed that the knowledge necessary for 
exercising all these functions could and should be learned on the job 
and by experience only. But this process has proved to be too slow and 
imperfect to work satisfactorily in the complex of modern business, 
especially when those who make business decisions, give directiqns, and 
furnish advice must possess an understanding of the economic conse- 
quences, social implications and political repercussions of their acts. 

A general awakening to this situation has been evidenced in the 
growing demand for college courses designed to give one the kind of 
understanding that would enable him to lead a more intelligent and 
effective business life. 

Through the trial and error method the colleges have made an effort 
to meet this demand with many kinds of courses, At first, these were the 
offerings of the departments of economics in liberal arts colleges, but as 
the number of courses increased, they were assigned to newly created 
schools of commerce, finance, and business administration. 
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Now, after a period of intensive expansion, we have many completely 
articulated schools of business that offer not only an education in business 
fundamentals, but in some instances, provide advanced courses in highly 
specialized subjects. If the type of college education that such a school 
offers is desirable for business men generally, it is even more essential 
for those planning careers in insurance. In no other principal business 
field does a larger percentage of the persons entering it furnish advice 
and make decisions that are so important to the economic welfare of 
others. The quality of the advice is largely dependent upon the degree of 
understanding that the adviser has of this thing called “business.” 

From these preliminary remarks it should be obvious that it is our 
intention to gear the suggested minimum program in insurance education 
to the facilities of colleges of commerce and business administration. 


ADAPTABILITY OF PRESENT COURSES 
to NEEps oF INSURANCE PERSONNEL 


Those who are not acquainted with insurance and those whose knowl- 
edge is confined to insurance techniques might be surprised to learn that 
we believe it is remarkably easy to fit an insurance educational program 
into the curriculum of almost every college of commerce. This belief is 
due to the fact that so many of the existing course offerings can be 
utilized to prepare students for insurance careers. In turn, this is possible 
because to a very large extent the course subject matter needed for the 
development of competent and responsible persons in other fields of 
business endeavor is the same as that which is essential for those who 
choose insurance. 

A few years ago our task would have been much more difficult because 
the several schools had such wide variation in what they regarded as 
business fundamentals. But now an examination of their catalogs reveals 
striking similarity in the core of courses available and required of one 
who seeks a college education in business. Consequently, any one who is 
familiar with the current courses in a typical college of commerce will 
quickly identify a substantial portion of our program as the same core 
of subject matter that is receiving general recognition as fundamental 
to all business. 

In devising this program we have not been unmindful of the fact that 
any practicable program must be adaptable to the schools that require 
the first two years to be spent on liberal arts subjects. When business 
subjects are thus confined to the last two years of a college curriculum 
we believe this concentration can be made more effective if it has been 
preceded by some orientation to business subjects. Therefore, we shall 
take advantage of the commonly available opportunity to classify “Eco- 
nomic Principles” and “American Government” as liberal arts subjects 
to be taken within the first two years. A similar procedure is proposed 
for “English Composition” and “Public Speaking.” 

Another feature of the proposed program should be explained in 
advance. Since it is designed for collegiate institutions, those who com- 
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plete it at the undergraduate level presumably will receive academic 
degrees. However, our minimum program will not include among its 
specifications the cultural courses that institutions normally require of 
degree candidates who are using some area of the social sciences to 
improve their minds and develop a fitness for a useful life. Instead, we 
shall take those courses for granted and since our specific minimum 
proposals can be completed within 60 semester credits of academic credit 
work, we shall assume that the others can be included without difficulty 
in another 60 credits or a total of 120 semester credits, which is the 
normal minimum required for an undergraduate degree. 

A recommended minimum number of hours of class instruction has 
been assigned to each suggested course. Admittedly, this is an invasion 
of the area of instructional standards but it is an important factor in 
our proposal. The whole outline is designed to be fitted into the program 
of a typical undergraduate school of business. The typical school grants 
credit on the basis of the hours of class work taken by the students ; the 
typical class can cover a limited amount of material per hour, and we 
have in mind the need for covering certain material under certain class 
conditions, hence the estimate of the minimum number of class-hours 
required. 

ARRANGEMENT OF Topics TO Be DiscussED 

With this background of approach and before plunging into the 
details of the program, it might be advantageous to outline briefly the 
organization of the remainder of the paper. First, there will be outlined 
those courses that are basic or core, and should be required for majors 
in insurance in every branch of the business, i.e., life, property and 
casualty. In each case some statement will be made concerning the need 
for certain subject matter, followed by a brief description of the course 
that should furnish it. Then there will be given a suggestion of several 
courses that should be added as basic requirements at the earliest possible 
date but for various reasons are not placed in that category at this time. 
Next, there will be a description of the specialized courses for the respec- 
tive areas of insurance concentration, and finally a discussion of the 
training job that remains for the business to undertake after one has 
completed his college education. 


Bastc Courses ror ALL Insurance Masors 
We shall now proceed with the listing and description of the various 
courses that are essential for all those majoring in any field of insurance. 
No special significance should be attached to the sequence of arrangement. 
Economics 
To understand the economic setiing and business relationships, appre- 
ciate the functions performed by, and visualize the possibilities of the 
institution of insurance, one should possess a thorough knowledge of 
economic principles and problems. For this purpose two courses are 
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suggested. The first should be “Economic Principles” for a minimum of 
60 hours of class work. This course would include a general description 
of the broad institutional framework within which business activities are 
conducted ; the fundamental ideas on which the system of free enterprise 
is based; the nature of production and each of its component factors ; 
the conditions and circumstances which influence the exchange of com- 
modities and services in domestic and foreign trade; an analysis of the 
forces of demand and supply as they affect prices; and the distribution 
of the national income in the form of wages, interest, rent and profit. 

A second course for at least 60 hours should be devoted to “Eco- 
nomic Problems.” Economic Principles should be a prerequisite for this 
course in which the principles would be applied to such things as price 
movements; business cycles; money and credit problems; international 
investments; foreign exchange; foreign trade; labor problems; agri- 
cultural problems ; taxation; and problems of public finance. 


Government 

The increasingly important governmental relations to business (it is 
unnecessary to remind insurance personnel about this) make it impera- 
tive for all business men to be well informed on the processes of the 
federal, state, and local governments. This requires an understanding of 
their powers, functions, respective areas of jurisdiction, and the methods 
used to administer and enforce their policies. To acquire such knowl- 
edge, a course for 60-75 hours is suggested in “American Government” 
or one that is equally appropriate called “B--iness and Government.” 
In either case the course should trace the rise of the Federal Govern- 
ment’s importance in regulating business activities and explain the 
methods and processes of control that have been used. The course should 
include a study of government regulation in special areas such as trans- 
portation, communications and public utilities; banking and credit; 
security issuance and trading ; wages and hours; and social security. 


Business Law 

Insurance is a business of contracts not only with respect to insurance 
policies but also because many of the needs for insurance arise from 
contractual relationships. In addition, numerous other aspects of insur- 
ance have a legal setting. Therefore, some knowledge of law is an 
indispensable part of an insurance man’s equipment. This does not mean 
that he should be his own lawyer but he should be fully aware of the 
legal basis and implications of his daily business acts. To the subject of 
“Business or Commercial Law” should be allotted a minimum of 120 
class hours. At least one-half of this time should be devoted to an intro- 
ductory course that would include an explanation of law in society ; the 
need for a set of principles that govern the business relations of one per- 
son to another; the place of the courts in interpreting and enforcing 
these principles; and a brief outline of the development of our legal 
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system. At the same time the course should lay the foundation for more 
advanced work. The latter means that most of the time in this basic 
course should be utilized in teaching the law of contracts, their forma- 
tion, operation, interpretation and discharge; the legal and equitable 
remedies available ; the law of agency ; classes of agents and parties to an 
agency relationship; ways of creating and terminating an agency rela- 
tionship ; and the duties and obligations of the agent, principal and third 
party. This course should also give some attention to the law of torts. 

Following this course there should be at least 60 hours of instruction 
that would include the law of partnerships; formation of corporations ; 
powers and liabilities of officers and directors; rights and obligations of 
holders of stocks and bonds; methods and responsibilities of corporate 
management; dissolution, merger and consolidation; the law of sales; 
negotiable instruments; bailments; common carriers; real and personal 
property. If possible some time should be given to the law of real prop- 
erty. Although this is a highly involved legal subject the more common 
methods of acquiring, transferring, and disposing of title should be 
explained. The material just outlined could be handled more advan- 
tageously if divided into two courses of 30 hours each. 


Business Organization and Management 

The organizational structure of business and the management process 
constitute another area that must be studied in order to understand the 
functioning of business. Although courses that explain the management 
process go under various titles, they are commonly identified as “Prin- 
ciples of Business Organization,” or “Business Organization and Man- 
agement.” A course for 60 class hours under this caption should include 
a study of the nature of business organization; the underlying founda- - 
tion of authority, responsibility, and accountability; departmentaliza- 
tion ; line and staff organization ; the work of executives ; the relation of 
the group of persons upon whom the work of management devolves; and 
the way in which leadership and control are made effective. 


Finance 

The conduct of the insurance business is so largely financial in nature 
that it is common to think of it as part of the field of finance. In any 
event the inter-relationships are so numerous that any broadly trained 
insurance person should be familiar with the monetary and i 
system of the United States, including the operation of the Federal 
Reserve System; methods of credit control and the reasons for them ; 
the methods of securing capital for business enterprise; the types of 
securities issued by corporations and the reasons for them ; principles of 
commercial credit; the management of corporate income and surplus; 
and the principles and management of personal finances. Parenthetically, 
it may be mentioned that “personal finance” is a frequently neglected 
topic. 
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The subject matter just outlined requires at least 75 class hours when 
covered in a general course entitled “Finance” or “Business Finance.” 
However, it is just as feasible and perhaps better to divide the material 
into two parts and it is quite common to do so. In this event one is 
known as “Money and Banking” and the other as “Corporation Finance.” 
When two courses are used, it is likely that each will consume 45 class 
hours. 

Accounting and Statistics 

Wherever one turns in the insurance business, he is faced with finan- 
cial facts and statistical information. Figures and charts are widely used 
to show the results of insurance company operation and achievements. 
There are figures and financial statistics about the risks that have been 
underwritten and about risks that need insurance. Insurance manage- 
ment (like other management) depends on these figures to show results 
achieved over a period of time and to help determine future control and 
direction. Agents and brokers need them to give proper service to 
clients’ and to meet competition. Such use implies that the information 
has been derived from accurate records systematically kept and that the 
user has sufficient knowledge of methodology to enable him to interpret 
them correctly. 

The accepted principles and procedures for keeping records of the 
financial and other statistics of business, interpreting, analyzing and 
otherwise measuring and presenting them in understandable form are 
covered in “Accounting” and “Statistics.” Although they are closely 
related subjects, a separate course in each is recommended. Preferably, 
“Accounting” should precede “Statistics,” but this is not absolutely 
essential. 

The Accounting course should be the one commonly known as a 
“First Year in Accounting” or “Accounting Principles” and offered for 
a minimum of 75 hours. It should cover the body of principles followed 
in the orderly recording, assembling, and interpretation of the financial 
transactions of a business enterprise. This would include the principles 
of debit and credit; the preparation of balance sheets; profit and loss 
statements ; original entries ; periodical adjustments ; capital and revenue 
accounts; main and subsidiary ledgers; partnership and corporation 
accounting ; reserves and depreciation. 

The course in “Statistics” should treat with the methods of collecting, 
analyzing and presenting business data with special attention to statis- 
tical interpretation and criticism. It should not be the purpose of this 
course to develop statistical craftmanship, therefore, statistical mechanics 
need not be over-emphasized. At least 60 class hours should be allowed 
for it. 
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Fundamentals of Insurance 


The desirability of offering a general or survey course in insurance for 
the lay student has been widely recognized in many higher institutions 
of learning which give instruction in business subjects. Although such 
a course is normally designed for the student who does not expect to 
follow insurance as a career, it can be planned in a manner that will 
satisfactorily constitute the foundation for insurance specialization. That 
premise underlies the suggestion that a course of this type for a minimum 
of 60 class hours be included among “common core” subjects. 

Surveys of college and university courses in insurance* and points of 
view expressed at annual meetings of this Association® indicate that 
there is no common agreement as to either the objectives, the contents, 
or instructional standards for a general course. In fact, the most recent 
survey‘ indicated there were four groups of such courses, namely, 
(1) Theory of Economic Risk and Risk Bearing, (2) General Principles 
of Insurance, (3) Principles of Personal and Property Insurance, and 
(4) General Survey of Insurance. 

As the nature of the foundation course will obviously influence the 
scope and content of advanced courses intended for students who are 
specializing, it is suggested that this course be of the second general type 
mentioned above and follow substantially the pattern recommended in 
1936 by the “Committee on Standards and Topics for Courses in Insur- 
ance.” *® It would thus include such topics as nature and extent of risk 
in economic life; methods of handling risk; the nature and history of 
the insurance business; types of carriers; insurance contracts; general 
principles of rating ; reserves ; reinsurance ; financial statements ; govern- 
ment regulation and economic services. 


Marketing 

From a course in economic principles one learns that business activity 
is engaged in creating form, time, place, and possession utilities. While 
it is helpful, especially in the field of property and casualty aye 
to know about manufacturing processes that create form utility, this 
subject matter is likely to be so technical that to fully comprehend it an 


Business Subjects.’’ David McCahan and Anna M. Kelly, American College of 
Life Underwriters, 1940, pp. 7-13. 

Anny R Arrangement and method of a General Course for Students Not 

izing in Insurance,’’ A. H. Mowbray (discussion Prank 2. Robert Riegel, J. E. 
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ance, 1935, pp. 10-38. “Report of Committee on Standards and ee for 
Courses in ’? Harry J. Loman, Chairman (discussion by Alf 
8. H. Nerlove, J. B. Winslow, ‘A. H. Mowbra L. Lippincott and, How and Howard 
Berolzheimer). Proceedings of Fourth Annual can Association 
University Teachers of Insurance, 1936, pp. - 
general scope of the various types. 
5 See second citation in footnote 2. 
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engineering knowledge is needed. However, it is not so difficult to under- 
stand the creation of the other utilities and they embrace a wide area of 
economic activity. In addition the constant changes in the way goods 
get from the producer to the consumer should be known by the insurance 
man not merely because it will help him to understand the functioning 
of the economic machine, but also because of the direct effect it has on 
insurance needs. 

A course in the elements of marketing having a minimum of 60 
hours should fill this need through an analysis of what the marketing 
function embraces and how the marketing function makes possible 
economic specialization. It would include a study of the business activi- 
ties involved in the flow of economic goods from production to con- 
sumption, and the business procedures by means of which transfers of 
ownership are effected. 


English Composition and Public Speaking 

If the opinions of college graduates are any criteria, no subject is 
needed more than English. Our program allows not less than fifty 
percent of the total credits to be taken in liberal arts subjects. At the 
same time it assumes that within this fifty percent the colleges will 
require English courses for at least 60 hours that furnish instruction in 
grammar, punctuation, effective phrasing, sentence construction, para- 
graphing, composition, and letter writing. 

For those entering the insurance business in particular, this is not 
sufficient. So much of the activity of most persons engaged in this busi- 
ness necessitates oral presentation and explanation that a course in 
public speaking (not commonly specified as a prerequisite to a degree) 
is listed in the minimum program. Such a course would be conducted for 
at least 30 hours and cover the principles of effective speaking with prac- 
tice under criticism. It should include speech composition and outline, 
a study of-attention, motivation, persuasion, and argument. Under criti- 
cism, the power of speech should be developed through practice in de- 
livery, vocabulary, pronunciation, enunciation, diction, and action. 

This completes the minimum core of courses, whether a student’s 
principal interest is life insurance or property and casualty insurance. 
However, before summarizing the credits for these courses some recom- 
mendations will be made for what we regard as desirable additions to 
this core. 


DestRaBLe AppiTions To Courses ror ALL INsuRANCE Masors 


Most of the “common core” subjects outlined under the general 
heading of “Basic Courses for All Insurance Majors” are available in 
almost all collegiate schools of business, and many of them are obtainable . 
in colleges having a strong business administration or commerce depart- 
ment even if a separate school has not been established. That is not true 
of the three courses here suggested. On the contrary, we believe (although 
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admitting we have made no recent study of the matter) that they are 
less frequently offered, or if a course bearing a somewhat similar title 
is given, the purpose and content may be quite different from those here 
suggested. That is the only reason for listing the courses separately since 
we are convinced that a knowledge of subject matter in these areas is as 
essential to the insurance student (equally applicable to the general 
business student) as at least some of the other courses heretofore 
mentioned. 


Business Psychology 

The individual pursuing an insurance career, or in fact pursuing any 
other type of business career, will not be able “to live unto himself 
alone.” He must of necessity work with many people, both those withir 
his own organization and those outside that organization with which it 
is transacting business of one kind or another. His own progress, as well 
as the personnel and public relations of the company which he repre- 
sents, is often dependent upon his understanding of human nature and 
the manner in which he applies this understanding. 

A course of 30 heurs is suggested in the principles of human nature, 
including such phases as analysis of human behavior ; emotions, instincts 
and other native driving forces which underlie human conduct ; acquired 
habits and interests; fundamental principles of handling human rela- 
tions ; development of desirable personality characteristics or traits ; prin- 
ciples of influencing action by others; and reconcilement of conflicting 
interests. 


Tazatton 

In these days when taxation plays, and for some time may be expected 
to continue to play, such an important part in shaping business policies 
and profits as well as in determining the financial plans which the 
individual can and should make for himself and his dependents, a 30 
hour general course (of a survey type) covering the basic principles of 
the leading types of taxes having broad application seems highly desir- 
able. Such a course should include the fundamentals of taxes: (1) on 
property (as real estate and personal property or intangibles taxes) ; 
(2) on consumption (as sales and various excise taxes) ; (3) on business 
operations (as franchise, license and permit fees) ; (4) on incomes (as 
federal and state corporation and individual income taxes) ; and (5) on 
transfers of property (as federal and state gift, transfer, succession, 
inheritance and death taxes). 

The first three types of taxes would not appear to need very extensive 
treatment but income, gift and death taxes are so much more com- 
plicated as to warrant much greater stress. With respect to these, it 
would seem reasonable to assume that the student should obtain a good 
understanding of the (1) principal types of income or transfers to be 
included or excluded, as defined in the law, the regulations or court 
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decisions; (2) the principal types of charges, expenses or charitable 
contributions allowed as deductions in determining the net income or 
transfers ; (3) the principal types of exemptions or credits for dependents 
that may be deducted from the above in determining the net income or 
transfers upon which the tax is to be levied; and (4) the general 
characteristics of the scale of tax rates which is applicable. 

Material for such a course would necessitate careful preparation in 
order to steer clear of the great variety of technicalities in which the 
law, regulations and court decisions abound. 


Social Problems and Social Legislation 


Problems created by poverty, sickness, accident, old age, unemployment 
and the like have become increasingly significant to the business man in 
recent years as society has grown more complex, and as government has 
tended to assume a more prominent role in the solution of many prob- 
lems which had heretofore been regarded as outside its province. No 
longer is it possible to leave their solution to individual action since the 
cause is usually so widespread in nature and beyond the control of the 
individual affected. To the person engaged in the insurance business this 
situation is doubly important. Not only must he, like any other business 
man, assume a proper civic responsibility for remedying the conditions 
which create these problems and for paying taxes or otherwise con- 
tributing to the cost of alleviating their financial effects, but since many 
of these problems may be met wholly or in part by application of insur- 
ance principles, he must clearly grasp the relationship of his own 
institution to their solution in that so far as reasonably possible the 
problems may be met through private enterprise. 

A 30 hour course is suggested to include the nature and extent of 
those problems whose financial consequences are particularly serious for 
society, such as disability from accident or sickness, unemployment, 
premature death, and poverty-stricken old age; methods for reducing or 
eliminating the primary causes; and various types of social legislation 
enacted to meet these problems, such as laws pertaining to workmen’s 
compensation, sicknesses and accidents, financial responsibility of auto- 
mobile owners, the Social Security Act, unemployment insurance, and 
old age pensions. 

SumMaky or Core Courses 


The preceding remarks have contained so much detail that it is about 
time to review them so that a birds-eye view may be obtained. Hence a 
summary will be given before proceeding with the specialized insurance 
courses. 

For one who is a major in insurance, irrespective of specialty, the 
minimum program of core courses can be summarized by titles, class 
hours, and semester credits as follows: 
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Class Semester 
Course Title Hours Credits 

Principles of Economics... 60 46 

i t or Business and Government....... 60 4-5 

Princi 1) ganization Management............ 60 4 

Corporation Finance 45 3 
“English Cc — of Latter’ Waiting 
i position and Letter Writing................ 4 


* These should be classified as Liberal Arts subje~ts, thus reducing the business 
subjects to 43 semester credits. te 


Although not included in the minimum program, three other core 
courses were strongly recommended for addition as soon as possible. 
These were: 


Class Semester 
Course Title Hours Credits 
Principles of Business Psychology............sssseeee0s 30 2 
and Social Legislation...............+. 30 2 
90 6 
SEQUENCE OF CorE CouRSES 


With the exception of “Advanced Business Law” and “Economic 
Problems” all the various courses in the minimum core and the desirable 
additions to this core can be taken without prerequisites. This simplifies 
the problem of fitting these subjects into a concentrated period of study. 

Although two years of concentration in business subjects is sufficient 
to cover all of the courses that have been described, it is suggested that 
even when such study must be preceded by two years of liberal arts, at 
least “Economic Principles,” “American Government” and “English 
Composition” should be taken within the first two years of college work. 
It should not be difficult to do this because “English Composition” 
invariably is considered as a liberal arts subject and many colleges permit 
“Economic Principles” and “American Government” to be counted the 
same way. Whether or not the latter is the case, it is often possible to 
take these as pre-business subjects in the second year of liberal arts work. 

It should also be added that whenever the basic or survey course in 
insurance can be taken in the second year of college work, it will allow 
greater flexibility in the advanced insurance instruction. 


AREAS OF CONCENTRATION 


Just as this paper reflects the belief of its authors in a core of business 
fundamentals for all students who seek a college education for business, 


16 The American Association of University Teachers of Insurance 


it also reflects a belief in the educational desirability of some concen- 
trated study in a specialized field of business. Without providing a 
complete defense for the latter belief it will be said that unless a student 
at some stage of his college career is obliged to bring to a focus, on some 
definite business area, the various fundamental principles he has learned 
in a wide range of courses, he will not have been required to coordinate 
and integrate his studies or his thinking. Moreover, such an omission 
may leave the student mentally frustrated and cause him to deprecate 
his college education. Therefore, we shall not apologize for saying that 
one should dig deeply into a specialized area, such as insurance. Instead 
we shall assert that, in a school of business administration, the failure 
to compel a student to go through the mental discipline necessary to 
understand the detailed functions, methods, and relationships of some 
specific type of business is neglecting an educational obligation. 

If it were not for our previous observations, this statement might lead 
one to conclude that an elaborate program for an insurance major was 
about to be set forth. However, a check of the requirements for other 
major fields in the several schools of business will reveal that the current 
proposal is modest. It will be recalled that the total of the previously 
prescribed business courses amounted to 43 semester credits, and, for the 
most part, they are needed for an understanding of any and all kinds of 
business. Addition of the three courses in the desirable group would 
increase total credits to 49. Consequently a student who had followed the 
recommended program to this particular point could not well say that 
any of his time in college was wasted if he later decides to enter some 
type of business other than insurance. 

If the general or survey course in insurance suggested earlier in this 
paper is regarded as a core course (and it should be), those who are 
majoring in‘property and casualty insurance should take additional 
insurance courses totaling 180 class hours. If the area of concentration 
is life insurance, 240 additional hours of instruction should be obtained, 
of which 180 should be in life insurance, 30 in wills, trusts and guardian- 
ships, and 30 in investments. Since the specialized major in property and 
casualty insurance is not identical with the life insurance major, the two 
areas will be discussed in the order in which they have just been 
mentioned. 


ADVANCED CoURSES IN THE PROPERTY AND CasuaLTY Magor 


The objective of the additional 180 hours should be to provide the 
student with an advanced and thorough knowledge of each of the survey 
course topics as they relate to the various kinds of property and casualty 
insurance contracts separately and collectively. When one has success- 
fully finished the advanced instruction he should possess a complete 
understanding of the need for each of the various kinds of coverage, the 
ways in which the different contracts attempt to meet these needs, the 
extent to which they are successful in doing so, the reasons for their 


| 
4 


College Education for Insurance 17 
limitations, and how to adapt and fit the contracts to the various eco- 
nomic needs in an effective and acceptable manner. Also he should have 
acquired a knowledge of the functioning of the institution of insurance 
as a unit and as it is related to the rest of our economy. 

With the basic or survey course as a prerequisite, the advanced instruc- 
tion should proceed rapidly and intensively. The various coverages which 
include everything excepting life insurance, would be examined separately 
and collectively from the standpoint of the nature of the hazard or 
hazards for which each was designed; for each contract this would 
include the analysis and interpretation of the insuring clause, its word- 
ing, intention, and meaning ; an analysis and interpretation of the other 
policy conditions, terms, privileges, and obligations imposed on the 
insurer and the insured, with the reasons for each; the similarities, 
differences, and overlappings of these contracts, and the methods for 
modifying, extending and limiting them ; underwriting and selection, its 
functions and methods; agency and brokerage; rate making, the prin- 
ciples, problems and methods of manual, schedule, and merit rating; 
loss adjustment, policy conditions that govern, the problems and methods 
of claim settlement; reserves, their nature, purposes, and calculation ; 
comparison of characteristics and methods of each of the types of car- 
riers with the reasons for their special importance in certain fields; 
reinsurance, its functions and methods; insurance surveys; financial 
statement analysis for each of the various kinds of carriers; loss preven- 
tion, the nature and extent of the problem in home, industrial and public 
accidents, the methods available and in use to attack the problem; the 
evaluation of the progress that has been made by the various loss pre- 
vention efforts; company organization and operation, including branch 
offices; cooperative and inter-company organizations, their purposes, 
methods and accomplishments; state regulation and supervision, the 
need for it, the methods and processes used and results achieved. 

Although it might be possible to include all of this advanced work in 
a single 180 hour course, such a scheme would not fit into the roster 
pattern of most colleges, so some split-up is required. Moreover, the 
homogeneity of certain sub-divisions of the material, the availability of 
teachers with specialized knowledge, and the need for flexibility in 
spreading or concentrating the study are other good reasons for a break- 
down. Therefore, it is proposed that the subject matter be allocated to 
two courses for 90 hours each. One of these should be devoted to “Fire, 
Marine and Allied Lines” and the other to “Workmen’s Compensation, 
Casualty Insurance, Fidelity and Surety Bonding.” Each course could 
follow the same general pattern as that outlined for the 180 hour course, 
with appropriate allocation of topics that would otherwise be duplicated 
or are peculiar to one of the areas only. Thus “agency and brokerage” 
could be included in the Fire and Marine course, but omitted from the 
Casualty course; “manual” arid “merit” rating would be covered in the 
Casualty course but not in the Fire and Marine course. 


XI 
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Alternate Proposal for Course Arrangement 


An alternate proposal, which is designed to take care of those cases 
where 90 hour classes cannot be fitted into a college’s roster would be 
to divide the work into three 60 hour courses. The first two of these 
would carry the same titles as the 90 hour courses, the third would be 
known as “Insurance Problems” and should take up the more advanced 
problems that would have to be postponed if the 90 hour courses were 
reduced to 60 hours. 

The specific topics that could be transferred from the 90 hour courses 
are loss prevention, insurance surveys, regulation and supervision, and 
rating problems. One half of the problem course should be spent on loss 
prevention, the other half could be used for the other topics just men- 
tioned, along with current problems that would be selected with a view 
to integrating the fields of property and casualty insurance. 

This plan may have some attractive features, but it should be repeated 
that the proposal of two 90 hour courses is the more feasible, not only 
because it makes sure that the various topics are completed at the appro- 
priate places, but also because it permits the student to concentrate his 
insurance study in fewer semesters. Thus, the advanced work in the two 
90 hour courses could be taken concurrently, but if three 60 hour courses 
are substituted, the problem course could not be taken with maximum 
benefit until the other two 60 hour courses had been completed. This 
would be a handicap in schools that do not permit business subjects to 
be taken until the third college year. In any event the essence of any 
satisfactory substitute plan is that it find a way to cover the material 
prescribed for the total of 180 hours of advanced study. 


Summary of Requirements for Property and Casualty Major 

No matter which of the suggested combinations of advanced property 
and casualty insurance instruction is adopted, the number of credit 
hours to be added to the core courses will be the same. Therefore, the 
summary will show the specialized courses on the basis they were most 
strongly recommended. 


Class Semester 

Course Title Hours Credits 
Wor ’s Compensation, Casualty Insurance and 
180 12 


A general resume of the proposals for a property and casualty insur- 
ance major would then appear as follows: 


Class Semester 

Course Title Hours Credits 
Desirable Additions to ‘‘Common Core’’.............06. 90 6 
Minimum in Specialization...............eeeeeeeeeeeee 180 12 
61 
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English Composition and Public Speaking have not been included in 
the semester credit totals that have just been shown because it is 
assumed that they will be classified as liberal arts subjects. At the same 
time it should be noted the 43 semester credits of minimum core subjects 
include “Principles of Economics” and “American Government” which 
in many schools may be classified as liberal arts. Whenever the latter is 
permitted it enables a student to elect some additional business subjects. 
Such election is of more than passing importance because our program 
has been outlined on a minimum basis. A more desirable program would 
include not only the basic course in insurance and two 90 hour advanced 
_ courses, but also a 60 hour “Seminar in Insurance.” It should also 
provide for a separate 60 hour course in “Loss Prevention,” a 30 hour 
course in “Office Management,” and a 30 hour course in “Real Estate.” 


ADVANCED CouRSsES IN THE Lire INsuRANCE Major 


As has previously een noted, 240 additional class hours of instruction 
are recommended for the life insurance major, of which 180 should be in 
life insurance itself, 30 in wills, trusts and guardianships, and 30 in 
investments. 


Life Insurance and Life Underwriting 

The objective of the 180 hours in life insurance (in addition to the 
basic or survey course) should be twofold: (1) to provide the student 
with an advanced and thorough knowledge of the principles underlying 
the structure of life insurance and its various operations, and (2) to 
train the student expecting to engage in life underwriting to apply 
life insurance services effectively and intelligently to the needs of the 
insuring public. 

That portion of the instruction intended for meeting the first objective 
should be designed without reference to the exact nature of the life 
insurance activities in which the student contemplates engaging later, 
and should therefore be as applicable to the individual who expects to 
enter home office or managerial work as to the one who has sales and 
service functions in mind. It should therefore be arranged so that it can 
be taken as a separate unit. It would include such topics as types of 
contracts; settlement options; rates and reserves; surrender values and 
non-forfeiture options; surplus and dividends; selection of risks; con- 
tract provisions and their interpretation; important legal principles ; 
total and permanent disability protection ; industrial insurance; group 
insurance; types of life insurance companies and associations; home 
office and agency organization; state supervision and regulation ; life 
insurance company investments; and the annual statement. 

That portion of the instruction intended for meeting the second 
objective may well be divided again in two parts, the first part having 
to do with principles of life insurance programming, estate 
and business liquidation insurance, and the second part having to do 
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with problems of an advanced nature for the solution of which the 
student must draw from the various fields of subject matter that he has 
studied. The first part would accordingly include such topics as the 
general economic functions of life insurance in protecting human life 
values, in building, conserving and distributing estates, in protecting 
credit and indemnifying for key men, and in liquidating business inter- 
ests; and the specific functions and procedures of the life underwriter 
in analyzing the prospect’s or policyholder’s needs, existent insurance, 
property estate and ability to pay; the fitting and coordination of poli- 
cies ; the arrangement of settlement options; the planning of beneficiary 
designations ; the distribution of premium payments; the use of insur- 
ance trusts; the planning and protection of property estates; the effect 
of various types of taxation upon the insurance program or the property 
estate; the planning of business liquidation insurance agreements with 
reference to the economic, legal, tax, valuation, reimbursement and 
similar factors which are involved; the coordination of life insurance 
settlements with wills, personal trusts and business insurance trusts; 
and the fundamentals of pension trusts and group annuities, as well as 
other types of group coverages. The second part would emphasize training 
in the analysis and handling of various types of problems or cases for 
the purpose of developing and testing the skill of the student in getting 
a practical working use of his knowledge. 

As has been stated in connection with the property and mete 
insurance major, while it might be possible to include all of this 
advanced work in a single 180 hour course, “such a scheme would not 
fit into the roster pattern of most colleges.” For this and the other 
reasons stated in conjunction therewith, some split-up is desirable. The 
basis for a division into two courses of 90 hours each has already been 
laid in the method of presentation. Thus, one course could be devoted 
to the principles of life insurance per se, and the other to the principles 
and protiems of life underwriting. This would make it possible for the 
person w)io does not expect to engage in sales or service work to the 
insuring public to omit the second course .if he so desires. 


Alternate Proposal for Course Arrangement 


An alternate proposal which is designed to take care of those cases 
where the 90 hour course cannot be fitted into a college’s roster would 
be to divide the work into three 60 hour courses. The first could then 
carry the title of “Life Insurance,” the second the title of “Life Under- 
writing” and the third the title of “Life Underwriting Problems.” Such 
an arrangement would involve a reduction of the emphasis upon types 
of contracts, settlement options and beneficiary designations in the “Life 
Insurance” course with a corresponding increase of emphasis in the 
“Life Underwriting” course. It would further necessitate transfer to the 
“Life Underwriting Problems” course of some of the more advanced 
phases of life insurance programming, estate planning, business liquida- 
tion insurance and group coverages which could be developed in con- 
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nection with handling of problems or cases instead of being taught as 
principles. 

Again it may be stressed that two 90 hour courses are regarded as the 
more feasible for the same reasons stated in connection with the property 
and casualty insurance major. 


Wills, Trusts and Guardianships 


Whereas the life insurance settlement agreement or insurance trust is 
the means for passing on to beneficiaries the life insurance estate of an 
insured, the will, testamentary trust or living trust is the means by 
which the property estate may be transferred. The interrelationship of 
these is apparent and their proper use and coordination by the life under- 
writer in rendering adequate service to prospects and policyholders is a 
matter of real consequence in many instances. He should therefore have 
a good working knowledge of these subjects. Since the subject of guar- 
dianships is so closely related to wills and trusts in many ways, especially 
when minors or others may not be competent to administer their property 
interests, it is also included. 

A 30 hour course is suggested to cover the general legal nature of 
wills, trusts and guardianships; the intestate law and its operation; 
principal provisions of a will; steps in estate settlement; the duties, 
powers and responsibilities of executors and administrators ; ‘the essential 
elements of a trust; types of trusts (including insurance trusts) ; prin- 
cipal provisions of a trust agreement; steps in trust administration ; 
investment of trust funds; general duties, powers and responsibilities 
of trustees; types of guardianships; appointment and qualification of 
guardians ; and the duties, powers and responsibilities of guardians. 
Investments 


Through reserve accumulations under most forms of life insurance, 
policyholders have a substantial interest in the investment portfolios of 
life insurance companies. Moreover, they use certain types of life insur- 
ance to attain the same objectives for which various kinds of investments 
might otherwise be secured. The life underwriter who is serving them 
should therefore have a good working knowledge of the investment field 
as well as understand the types of securities which are held by life 
insurance companies and the principles followed in their selection. 

A 30 hour course in investments is suggested, which should include 
such topics as: supply of, and demand for, capital funds; sources of 
investment information ; formulation of investment policy ; ‘characteris- 
tics of basic types of securities ; classification of securities by issuing 
organizations ; analysis of securities ; and mathematics of investment. 


Sequence of Courses 

If the basic or survey insurance course could be taken during the 
student’s second year, greater flexibility would be possible in arranging 
for the advanced insurance instruction. This is not absolutely essential, 
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however. If the recommended method of having two 90 hour courses, 

in “Life Insurance” and the other in “Life Underwriting,” should 
be followed, the “Life Insurance” course could be taken concurrently 
with the survey course in the third year and the “Life Underwriting” 


. course in the fourth. On the other hand, if the advanced subject matter 


is divided into three courses of 60 hours each, the course in “Life Insur- 
ance” could be taken concurrently with the survey course in the third 
year and the course in “Life Underwriting Problems” with that on 
“Life Underwriting” in the fourth year. 


SuMMARY OF REQUIREMENTS FOR Lire INSURANCE Masor 


The courses here suggested in the student’s field of life insurance 
specialization may be summarized as follows: 


Class Semester 

Course Title Hours Credits 
Wills, Trusts Guardianships........seeeceeeeeeeees 30 2 
240 16 


When added to the recommended “required” and “desirable” courses 
heretofore outlined, we obtain the following aggregates : 


Class Semester 

Course Title Hours Credits 
Desirable Additions to ‘‘Common Core’’............+.+- 90 6 
Minimum in Specialization..............ceeeeeeeeeeeee 240 16 
975* 65* 


If a student majoring in life insurance were able to take at a given 
institution all of the subjects covered in this summary, the total number 
of semester credits involved would be 65, ox a little more than one-half 
of the 120 credits normally required for graduation. However, if he 
should be permitted to count Economic Principles and American Govern- 
ment as liberal arts rather than business subjects, the total would be 57, 
or less than one-half of the requirements. These variations are not 
regarded as too important since a conscientious student ordinarily wishes 
to round out a desirable educational program even if that involves extra 
hours and a larger number of credits than is actually essential for 


graduation. 
Tue Task Lert FoR THE INSURANCE BUSINESS 
It is not to be expected that the student who has pursued a program 
such as that outlined will be fully equipped upon its completion to 
assume important responsibilities in insurance work. No matter how 
talented he may be in his personal qualifications, how well the educa- 


*On assumption that lish Composition and Public Speaking are excluded 
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tional institution may have met its responsibilities, or how thoroughly 
the student may have mastered the subjects he has studied, he will need 
specific training for, and possibly on, the job which he is to do. This is 
a matter of supplementing his understanding of the “whys” with knowl- 
edge and skills in the “hows”—of learning practices as well as prin- 
ciples—of acquiring facility in applying those practices efficiently and 
intelligently. In a broad sense, the education which he has received in 
various areas of subject matter is directed through training to per- 
formance. It is a process of combining “thinking” and “doing.” 

As indicated at the outset, the type of educational program here 
presented has as its objective the preparation of persons for various areas 
of business operations in insurance. But it cannot do the entire job and 
must therefore be supplemented by other training. The functions to be 
performed within this broad range mentioned will not be uniform—and 
the special training necessary to fit the individual to exercise all of those 
functions cannot be standardized. Moreover, even if those functions 
should be broken down into more or less related groups, a single training 
program would not wholly suffice. There would still be the need for 
gearing it to the operating procedures and special practices of particular 
companies. 

Colleges and universities are not prepared today to take over even 
that portion of this specialized training program for which there may 
be important common denominators. Assumption of this function may 
come in course of time just as it has in various professional schools, such 
as those for medicine, dentistry, law and teaching, where the school itself 
begins to effect the transition from “thinking” to “doing” before the 
student is finally placed on his own. Until the day comes when more 
specialized training is feasible, industry must assume the responsibility 
for handling the training process itself. However, the greater the extent 
to which industry and education comprehend the nature of their joint 
problem in providing adequate preparation, recognize the respective 
part which each should play in the entire process, and coordinate their 
respective activities, the more economical, efficient and generally satis- 
factory is the result likely to be. One of the aims of this paper is to 
help in furthering cooperative endeavors in these directions. 

TRAINING FOR SALES AND SERVICE FUNCTIONS 

The specialized training of persons who expect to engage in sales and 
service activities involves special problems. In the first place, the cases 
or problems which they handle are likely to have many constantly 
changing facets which render difficult the application of uniform tech- 
niques or procedures and baffle the trainer who would like to reduce his 
task to drilling the trainee in standardized routines. The more complex 
the given situation which a person is being trained to meet, the more 
difficult it is to set up a satisfactory training pattern of a highly specific 
character. And the more frequently the factors in a given complex 
situation tend to change, the greater the variety of the difficult training 
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patterns. Specific training for every situation becomes an impossibility, 
and reliance upon knowledge, analysis of cases, orderly thought, experi- 
ence and judgment assume greater significance. 

In the second place, the person engaged in sales or service functions 
is dealing with others and must develop skill in handling human rela- 
tions. Training to perform a routine mechanical job where the machine 
can always be expected to react in a given way is one thing. But training 
to deal with persons who may react in divers and often unexpected ways 
is quite another. Moreover, unless that training is reasonably effective, 
the trainee is decidedly handicapped in using his abilities for the best 
interests of the prospect or policyholder. 

Finally, the person to be trained in sales and service work cannot be 
kept under the close supervision to which a person in office work would 
normally be subject. He is more or less his own boss, frequently will 
determine his own working hours, set his own pace, and often be 
uncritical as to his own rate of progress. 

Factors such as the ones just enumerated lead us to suggest that when 
industry brings graduates of collegiate schools of business into their 
sales and service ranks, they give prticular attention to the following 
considerations in their training programs: 

(1) Emphasize high quality of service, and incorporate into 

the training program the types of instruction necessary for 
developing the skills and techniques to render this efficiently. 

(2) Emphasize the desirability of handling human relations 
smoothly, and incorporate into the training program the 
types of instruction necessary for developing ease and effec- 
tiveness in dealing with people and in broadening the field 
of one’s contacts. 

(3) Emphasize sound work habits, and incorporate into the 
training program the techniques which will tend to assure 

ese. 


In conclusion it should be noted that education and training cannot 
produce desirable results unless applied to desirable people. But given 
individuals with a satisfactory quota of requisite personality charac- 
teristics, plus education in the fields covered by the educational program 
here outlined, plus training along the lines suggested, the law of average 
may be expected to do the rest. And whether the ultimate results be 
measured in terms of insurance sold, services rendered, mental satisfac- 
tions of career insurance men or good will of the public, they should be 
highly satisfactory. 
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LIFE INSURANCE COMPANY SALES TRAINING 
PROGRAMS 


By H. P. Gravencaarp, Editor 
The D. L. B. Agent’s Service 


L. ovuR sTupyY, this morning, of Life Insurance Company Sales Train- 

ing Programs, I believe it will serve the purpose of clarity and interest 

to divide our investigation into three parts, under the following heads: 
I. The Origin and Early History of Sales Training. 

II. The Present Status. 

III. Discernible Trends. 


I 
Tue ORIGIN AND Earty History or Sates TRAINING 


Few men are aware, I believe, of the fact that subscription book com- 
panies were the originators of scientific selling methods. They originated 
the “Sales Talk,” way back in the seventies, and ever since have done 
an excellnt job of training their salesmen—a fact to which I can per- 
sonally attest. 

During my senior year in college, as an extracurricular interest, I was 
trained to be a book salesman for the F. B. Dickerson Company, a sales 
subsidiary of the R. C. Barnum Company—a well-known subscription 
book company at that time. Every Monday night I was obligated to 
attend a one-hour lecture period on salesmanship, and each Saturday 
I spent a full hour in the company’s office practicing a sales talk. That 
the training was thorough and expert may be concluded from the fact 
that, during the summer of 1920, I averaged a net profit of $32 per 
day selling a War Book with Atlas, at $8.75 each. 

The first great commercial organization to fall in line with the sub- 
scription book organizations in the training of its salesmen, was The 
National Cash Register Company of Dayton, Ohio. This happened in : 
1887, at least a decade after book salesmen had put aside the haphazard 
methods of selling, and taken on the scientific methods. The way it 
happened is both interesting and illuminating. 

In 1887, the company’s attention was attracted to one of its salesmen 
by the name of J. C. Crane whose sales were many times greater than 
those of any of the other men. Mr. Patterson, the late great founder and 
president of the company, called Mr. Crane to his office and asked him 
to explain and demonstrate his methods. Mr. Crane gladly complied. 
When he had finished his demonstration, Mr. Patterson was so impressed ; 
that he offered him a check’if he would repeat his sales demonstration. 

This Mr. Crane did, and meanwhile a secretary took down his sales talk : 
verbatim. 
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Mr. Patterson then asked, “How did you discover it?” Mr. Crane 
explained that he had been losing a lot of sales, which he felt should 
have been closed. This set him to thinking. Analyzing his methods 
carefully, he finally came to the conclusion that these sales were lost 
because he had failed to mention certain very important points about 
the cash register. He then began a systematic study of the machine and 
listed on paper all the good points in the sequence that he felt would 
be most effective in making a sale. 

Mr. Patterson recognized the merit of Mr. Crane’s methods and imme- 
diately arranged for a meeting of his leading salesmen, to whom he 
explained Mr. Crane’s methods. Mr. Crane demonstrated his sales presen- 
tation, and Mr. Patterson announced that the sales talk had been printed 
so they could use it. They immediately revolted—they did not propose to 
be parrots. They would use their own methods and depend upon the 
spur of the moment for their inspiration, and not upon another man’s 
previously cut-and-dried selling talk. 

Mr. Patterson was a wise man and did not argue the point. Instead 
he quietly arranged for each man to demonstrate his method before the 
group. Secretly a stenographer had been placed behind a screen back of 
the platform to take down each sales talk, word for word. 

Then Mr. Patterson went over every sales talk carefully and blue- 
pencilled all statements which, as the lawyers put it, were “incompetent, 
irrelevant and immaterial.” Thereupon he conferred with his leaders, 
one by one, and said, “Mr. Doe, in your demonstration day before yester- 
day you said . . .” In every case the salesman took issue, and one replied 
rather belligerently, “I’m sure I didn’t make any such statement. I’m 
not such a fool as to make a statement like that.” 

Mr. Patterson replied, “Perhaps you’d like to know exactly what you 
did say,” and handed the man a copy of his sales talk. 

Each one of the others also received a copy of his sales presentation. 

This opened their eyes to their own weaknesses and converted them 
to Mr. Crane’s method of using a selling talk. As a result, sales began 
to increase with surprising rapidity, and in a few years The National 
Cash Register Company was known as the greatest sales organization 
in the world. 

As the fame of The National Cash Register Company’s methods 
spread throughout the business world, other sales organizations began 
to make inquiry, and gradually sales training programs were initiated 
by leading companies. 

Turning to the life insurance business, I have found no evidence of 
any organized Company Training Programs prior to the first World 
War. So far as I have been able to learn, the first direct approach to 
the problem was initiated by the late great Vice President of the Phoenix 
Mutual Life Insurance Company of Hartford, Connecticut, Mr. Winslow 
Russell. 

In 1912, Winslow Russell, at that time Agency Director of the Phoenix 
Mutual, made an analysis of the company’s sales force, and to his 
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astonishment found that 32% of the agents were selling 86% of the 
new business. He was so amazed that he made similar investigations in 
three other big companies, and much to his surprise found the situation 
as bad or even worse. 

Mr. Russell then made a very courageous decision, approved by the 
Company’s Board of Directors. He decided to eliminate the 68%—“the 
business guessers”—and to devote his time and attention to helping and 
developing the 32%—“the real producers.” All part-time contracts were 
cancelled, and it was announced that after a certain date the company 
would not renew the contract of any agent producing less than a 
specified minimum of new business each year. Thereafter, every new 
agent was obliged to study a course in salesmanship, which I understand 
was prepared by an advertising agency. A Home Office School was also 
organized, which was essentially a lecture course. 

The results were impressive. In 1912, the company had 1700 agents 
who produced 20 million of new paid-for business. In 1923, the company 
had only 350 agents, but they produced 52 million of new business. 

The experience of the Phoenix Mutual was widely publicized and 
naturally aroused a great deal of interest. Soon after World War I, other 
companies began to talk about Training Programs, but few did anything 
about it immediately. 

When I entered the life insurance business at Hartford, Connecticut, 
on January 2, 1924, with the Aetna Life Insurance Company, I soon 
learned that very little had thus far been done in the field of Education 
and Training of Life Underwriters. Only a few companies, such as the 
Phoenix Mutual, Equitable Society, Northwestern Mutual, and a few 
others, had established Training Departments, with Correspondence 
Courses, or Training Schools, or both. 

Private organizations, such as the Insurance Research and Review 
Service of Indianapolis, and The Diamond Life Bulletins of Cincinnati, 
had but recently entered this new field of Education and Training. These 
concerns, along with the Life Insurance Sales Research Bureau of Hart- 
ford, were destined to play a prominent and invaluable part in the future 
development of Educational and Training facilities for the institution 
of life insurance. 

A few days after I became associated with the Aetna Life, I was 
handed a green cardboard box full of yellow mimeographed sheets—an 
Elementary Course in Life Insurance—for my studious perusal. This 
was the original R & R “Introduction to Life Underwriting,” which has 
since been developed into an excellent Elementary Course. 

After about two weeks of study of this course, I spent some time in 
Syracuse and Boston as an agent in personal production. Then the 
company offered me the great privilege of attending the Lovelace and 
Bragg School of Life Insurance at New York University, an eleven 
weeks’ course sponsored by’ The National Association of Life Under- 
writers. This course was complete and thorough, and was based on the 
program method of selling life insurance. I am sure that no one com- 
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pleted this course without acquiring a professional concept of the work 
of life underwriting. 

At this early date, probably the greatest impetus to life insurance 
company interest in Agent’s Training came as a direct result of the 
interest generated by the educational work sponsored by The National 
Association of Life Underwriters. This began with the Carnegie Tech 
School of Life Insurance, established October 1, 1919, under the able 
leadership of Dr. John A. Stevenson, now President of the Penn Mutual 
Life Insurance Company. After a few years it was transferred to New 
York University and carried on by such outstanding men as Dr. Griffin 
M. Lovelace, James Elton Bragg, and Vincent B. Coffin. 

After completing the New York University School 1 returned to the 
Aetna at Hartford and established a Training Department for the 
company. I wrote a five-volume Correspondence Course which was com- 
pleted in the early spring of 1925. After this course had.been launched 
I established and conducted a three-weeks’ Field Training School in the 
leading agencies of the company. 

The curriculum of the New York University School of Life Insurance 
served as a pattern for both the Correspondence Course and the Field 

i School. To give you an idea of just how a Correspondence 
Course of the 1925 vintage was set up, I will list the title of each of 
the five books which made up the Aetna Course: 


Book I—“The Life Insurance Man of the Future.” 
Book II—“A History of the Aetna Life Insurance Company.” 
Book III—“The Functions and Principles of Life Insurance.” 
“Aetna Life’s Insurance Policy Contracts.” 


—“Selling Methods.” 


Each section within each book was followed by “Questions,” to be 
answered by the student, and forwarded to the Home Office for grading 
and comment. 

There were 25 questionnaires, which were usually completed on the 
basis of one a week, by the established agent in the field. The new 
agent, under a full-time study schedule, generally finished the course 
in two weeks. 

The Field Training School, of three weeks’ duration, was primarily 
for experienced agents, though new agents carried on without any diffi- 
culty. Three 50-minute sessions were held each forenoon ; the first session 
devoted to the Functions of Life Insurance; the second session to Prin- 
ciples and Policy Contracts; and-the third session to Selling Methods. 
The afternoon was free for personal conferences and personal production. 
Reading assignments were given for evening study based on Huebner’s 
“Life Insurance,” or Maclean’s “Life Insurance,” Stevenson’s “Selling 
Life Insurance,” aud Lovelace’s “Functions,” “House of Protection,” 
and “Analyzing Needs.” 

A diploma was issued by the Home Office to all students who satis- 
factorily completed the course and produced not less than $50,000 of 
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new business during the first six months following completion of the 
course. 

The results in actual production from the Aetna’s Training 
were impressive, just as they were, and always have been, for every 
other company which established a Training Program. An advertisement 
by the Aetna Life in the “Life Association News” of November, 1927, 
stated as follows: “A survey of the business written by every Aetna-izer 
who has completed this course and tested it with six months of post- 
graduate selling shows that the average production for that six months’ 
period amounted to $126,665. More than 40% of these agents had 
never before sold insurance. Taken separately, those who had previous 
life insurance selling experience benefited to the extent of an 81% 
increase in new business.” 

Probably the company with the most advanced training program in 
1924 was the Equitable Society of New York under the leadership of 
Dr. John A. Stevenson, who had left Carnegie Tech in August, 1920, 
to be Second Vice President in charge of Training. Dr. Stevenson had 
prepared an excellent Correspondence Course, and established a Field 
Training School of two weeks’ duration which was being conducted in 
the company’s Branch Offices throughout the country. It was my privilege 
to attend one of these schools conducted by the late, very able teacher, 
Dr. Van Arsdale, in the Harry Chipman Agency in Columbus, Ohio, 
early in 1925. That the results from this Training Program were gratify- 
ing is evident from the following data given to me by Dr. Stevenson in 
1924: 

1. The average paid business of full-time agents attending 
the Training School was 31.1% greater than that of those 
not attending. 

2. The average number of cases sold by trained agents was 
23% greater than that of those not trained. 

3. Trained agents progressed more rapidly during their first 
year than the untrained agents as evidenced by the fact that 
their second six months’ business was 16% greater than their 
first six months, whereas the business of the untrained agents 
showed only a 4% increase. 

4. Trained agents in New York City produced business in 
each of approximately nine months of their first contract year, 
as compared with six months for the untrained agents. 


During the boom years of the twenties some companies expanded their 
Training Programs, adding Secondary or Intermediate Courses, and, in 
a few cases, inaugurating Advanced Courses in Business Insurance and 
Taxes. A number of companies established Training Departments. 

Then came the depression, followed shortly by World War II. During 
this period Training Programs were in a stalemate. Few companies with 
established Training Departments expanded their programs, and only a 
very few set up Training Departments. 
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With VE-Day just around the corner, however, there was a sudden 
and very pronounced rebirth of interest in Sales Training, to strengthen 
the sales forces for the competitive era that was certain to follow the 
boom era of the war period. 


II 
Tue Present Status 


The big advance, largely during the past ten years, has been made in 
the Intermediate and Advanced Programs, leading progressively to the 
more pronounced institutional program of study for the degree of Char- 
tered Life Underwriter. A pattern has now been achieved which makes 
it possible for any company to establish a complete and thorough program 
of Education and Training for its career underwriters. 

Credit for these facilities, which comprise this complete and thorough 
program, must go very largely to The Insurance Research and Review 
Service of Indianapolis, and The Diamond Life Bulletins of Cincinnati. 
These two private institutions have gathered, sifted, and edited all prac- 
tical and useful material available, and organized it into encyclopedic 
services and Training Courses. With few exceptions the Training Pro- 
gtams now in use are based on courses and services published by The 
R & R and The D. L. B. 

It is not possible here today, nor would it serve any useful purpose, 
to describe the many different company programs in use today. 

It will, I trust, suffice to give a brief resume of the general practice 
of the leading companies. 

In general their Programs are variations of the all-inclusive Program 
running over a period of two to three years, and comprising the following 
three distinct and progressive parts: 

1. The Elementary Course. 
2. The Intermediate Course. 
3. The Advanced Course. 


Let us, then, examine the present status of Company Sales Training 
Programs, under these three general divisions. 


1. The Elementary Course 


The Elementary Course is a simple, basic course covering, in non- 
technical language, the functions of life insurance, fundamentals and 
principles, policy contracts, and selling methods. It is designed to give 
the new man enthusiasm for his vocation, an elementary working know]l- 
edge of life insurance, and the essential habits of work to launch him 
on his career as a life underwriter. 

A few companies feel that this can best be done by a Home Office 
Training Staff, and therefore bring all new agents to the Home Office 
for an intensive training period, varying from five days to several weeks. 
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Often the shorter term schools are followed, at agency headquarters, by 
an Elementary Correspondence Course, conducted direct from the Home 
Office, and running for a period of from one to two or three months. 

Some companies provide this initial training by a Correspondence 
Course under the direct supervision of the Home Office. Completed 
questionnaires are sent direct to the company for correction and grading, 
and returned direct to the agent. This generally covers a period of one 
month or more. 

Most companies, however, use a Correspondence Course under the 
cooperative supervision of the Home Office and the local Manager. The 
new agent studies in the agency according to a daily work schedule. 
Examination papers are completed on each section of the course, cor- 
rected and graded by the Manager, and are then sent on to the Home 
Office for final grading and comment ; then returned to the Manager for 
discussion with the agent. Usually the course is completed in about two 
weeks, though it may run considerably longer if the agent is carrying 
on alone, away from the Agency Office. 

Very few companies have prepared their own Correspondence Courses, 
but are using either The R & R’s “An Introduction to Life Under- 
writing,” or The D. L. B.’s “Essentials of Life Underwriting.” In many 
cases these institutional courses have been revised and adapted as indi- 
vidual company courses. 


Generally a diploma is issued by the company upon satisfactory com- 
pletion of the Correspondence Course and providing a minimum pro- 
duction of business has been achieved during a prescribed period of 
time. Several companies follow up with a five-day Home Office or District 
School for all agents who qualify for a diploma. This is usually a brief 
review of the basic course, with special emphasis on habits of skill for 
successful selling in the life insurance business. 


2. The Intermediate Course 


The Intermediate Course is in essence an elaboration of the Ele- 
mentary or Basic Course, with special emphasis on such subjects as 
programming and Social Security, and also, in some instances, an ele- 
mentary. approach to some of the more specialized fields of life under- 
writing, such as Business Insurance and Taxes. 

In most cases the new agent begins the Intermediate Course as soon 
as he has completed the Elementary Course. Some companies, however, 
require a period of from three to six months of personal production 
between the two courses. 

The Intermediate Course is generally carried on as a Correspondence 
Course, usually running for a period of from thirty to fifty weeks. 

The texts used are either “The Diamond Life Bulletins Agent’s 
Service,” or The R & R’s “The Career Course.” 

The D. L. B. Course usually extends over a period of forty to fifty 
weeks, and the R & R Course over a period of thirty to forty weeks. 
In some cases, The D. L. B. Agent’s Service is used first, and then 
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followed by The R & R Career Course, thus covering a training period 
of a year and one-half, or longer. 

Usually the questionnaires are handled in the same manner as in the 
case of the Correspondence Courses, i.e., either direct with the Home 
Office, or cooperatively between Manager and Home Office. However, in 
many cases the correction, grading, and supervision is entirely in the 
hands of the Manager. 

Diplomas are usually issued upon satisfactory completion of the course 
and the attainment of a minimum production requirement. 

A number of companies immediately follow up the Intermediate 
Course with a Home Office or District School for all agents who qualified 
for diplomas. These schools are conducted by Home Office instructors, 
and usually run five days or more. Special attention is given to the most 
important aspects of the Intermediate Course such as programming, 
Social Security, and the firm establishment of successful work habits. 


8. The Advanced Course 


The Advanced Course covers the more specialized subjects, such as 
Taxes, Business Insurance, and Estate Planning. 

In the advanced field, too, the texts are supplied by The Insurance 
Research and Review Service and The Diamond Life Bulletins. | 

The Gravengaard Business Insurance Books, and the Thorp-Rich Tax 
Book, published by The Diamond Life Bulletins are widely used for 
company and agency clinics, or short courses, as a stepping-stone to the 


‘more technical and detailed study of Taxes and Business Insurance 


provided by “The R & R Tax and Business Insurance Course,” which 
generally runs for a period of from forty to fifty weeks. 

Generally the Advanced Course is carried on as a Correspondence 
Course. Questionnaires are submitted to the Manager for correction and 
grading, and then forwarded to the Home Office for possible revision of 
grading, and comments, before return, through the Manager, to the 
agent. In many agencies the course is conducted under the leadership 
of the Manager or Assistant Manager, meetings usually being held 
weekly for a two-hour period, with questionnaires handled cooperatively 
by the Manager and the Home Office—as outlined above. 

The R & R Service also maintains a Training Department for correc- 
tion, grading, and supervision of work in the Advanced Course—carried 
on through the Manager and Home Office, or direct with the student. 

As in the case of the Elementary and Intermediate Programs, some 
companies follow up the Advanced Course with a Home Office or District 
School for all who qualify for diplomas, with special attention to prac- 
tical essentials in the handling of Advanced Underwriting. The case 
method of study is popular in these Advanced Schools or Clinics. 

Supplementing these courses and schools, most companies hold regional 
or agency clinics and meetings for special elaboration of such elements 
in the Training Program as the Agency Officers feel need further 
clarification and promotion. 
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Considering the established Educational Program as a whole, it is now 
evident that no company need any longer grope in the dark in a search 
for an adequate Program of Training to fit its particular needs, and its 
budgetary allotment. 


DISCERNIBLE TRENDS 


To one who has been active in life insurance field work for more than 
twenty years, with a special interest in the problem of training, there 
are certain trends which are quite evident. A few of these, I think, will 
be of interest to you. 

1. The Manager is destined to play an increasingly important part 
in the Training Program. 

There are, at present, three schools of thought in the matter of admin- 
istration of Training Programs. 

First, there is a very small school, existing perhaps more in theory 
than in practice, which holds that the training of agents is the sole 
responsibility of the Home Office. This school by-passes the Manager on 
the assumption that he is not, with but few exceptions, qualified to teach 
the new agent. The organization and supervision of the Training Pro- 
gram is entirely in the hands of the Home Office Training Department. 
This, they say, assures efficiency, economy, and a one-ness of purpose 
which is desirable from a company standpoint. 

Opponents of this system maintain, however, that it completely dis- 
regards the distinction between Education and Training. It is acknowl- 
edged that Education—the imparting of knowledge—can be done in 
groups or to a certain degree by Correspondence; but Training, which 
is the establishment of success habits, can only be achieved through the 
continuous personal interest and supervision of the Manager. Further, 
it is emphasized that the complete dominance by the Home Office of 
both policy and administration, develops a regimentation which is not 
conducive to the permanent happiness of the agent, nor does it promote 
the service or professional concept of life underwriting. 

The second, and extreme opposite school of thought, place the com- 
plete authority and responsibility in the Manager or General Agent. 
The success of an agent, it is maintained, is entirely dependent upon 
the leadership of the Manager—who has been selected upon the basis of 
demonstrated leadership qualities, and can build a successful organization 
only when he is free to use his own methods of training and supervision. 

The third school of thought strikes an intelligent median between 
these two extreme points of view. It combines the good points of each 
into a well-coordinated program of cooperative effort between Home 
Office and Manager. It recognizes the merit of uniformity in the Educa- 
tional Program which can be achieved only through control and super- 
vision by a Home Office staff of experts operating through the Manager— 
the vital Key Man in the entire process. The main emphasis, however, 
is placed on Training, a process which, it is strongly argued, can only 
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be done by the Manager or Assistant Manager through personal confer- 
ence and work with the agent. 

This third school of thought is very definitely in the ascendency, and 
is at present deeply engrossed in the T. W. I. Program developed during 
the war, in search of new factors which may be helpful in training the 
Manager to do a better job of teaching and coaching the agent in the field. 

2. There is a definite trend toward the program method of selling. 

Training experts are more and more of the opinion that the program 
method—analyzing the prospect’s needs and his ability to save as a basis 
for his insurance program—is the only intelligent way of selling life 
insurance. They recognize the growing demand by the buying public 
for this professional type of service, which includes coordination of life 
insurance with Social Security. It is now recognized that simple pro- 
gramming is not complicated, and should be the basis of the entire 
Educational and Training Program, from the very beginning; not only 
because of the service angle with its resultant public goodwill, but also 
because of the definite beneficial effects to the agent, promoting his 
self-respect, developing morale and greater ease in prospecting and in 
the interview, increasing his average-size policy, and improving the 
persistency of his business. All these things, in turn, benefit the company 
substantially. 

3. There is a growing conviction that the Education and Training 
of the life underwriter must be a continuous process. 

There is abundant evidence that the production of established agents 
increases during the training process, on the average from 25 to 35 per 
cent. The continuous in-take of ideas stimulates thinking and activity, 
improves morale, and results in a higher and more regular level of 
production. This naturally promotes the happiness of the agent and his 
family. 

The growing recognition of the vital importance to an agent’s per- 
manent success and happiness, of a continuous Program of Education 
and Training, will bring an increasing demand for expert leadership by 
a member of rank on the Home Office staff. 

4. There is discernible in the thinking of the life insurance agents 
themselves a very definite trend toward a professional concept of life 
underwriting. 

This growing emphasis on service to clients as the first consideration 
of the life underwriter has received its greatest impetus through the 
work and influence of the American College of Life Underwriters. 

This trend toward a professional concept of life underwriting is the 
most heartening sign that has yet appeared within the business. It will 
build public goodwill, as nothing else can, for the American agency 
system, which has made our people the best insured and most thrifty 
in the world. 

The next few years will witness an amazing upsurge of interest in 
Company Training Programs. Elaborate plans will be initiated and put 
into action. 
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Competition for future markets will be the initial dominating moti- 
vator in this major advance in the field of Education and Training, but 
gradually there will evolve a new appreciation of the fact that there are 
more important considerations than mere production for production’s 
sake. 

The challenge to top company management in life insurance is for a 
more realistic appraisal of the value and importance of the Education 
and Training Program. Let it be clearly understood that it is the 
Education and Training Program which makes the sales force what it is. 

The agent represents the institution of life insurance to the public. 
His concept of the true function of the institution of life insurance and 
its representatives, is of vital importance to the future of this great 
business. He is the one who, in the last analysis, will determine the 
public attitude. His acts will speak louder and more effectively than all 
company and institutional advertising and propaganda put together. 

Here, then, is the challenge—to develop an Educational and Training 
Program that will make the life insurance agents of America the servants 
of the people, in spirit and in truth. 

The institution of life insurance is a trusteeship in the very highest 
sense of the word. In its very essence it implies the highest order of 
unselfish service. It is only in the constant pursuit of this high ideal 
that this great service business will remain the finest product of the 
American system of free enterprise. Imbued with that spirit, an era of 
enhanced service to our people will ensue, and it will bring to the 
institution of life insurance a new measure of public confidence and 
esteem. 
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DISCUSSION 


By Laurence J. Ackerman, Dean 
University of Connecticut 


Dr. Loman and Dr. McCahan a great debt. They have given us con- 
siderable ammunition to aid us in the development of a first-rate insur- 
ance curriculum. The prestige and reputation of these gentlemen will 
carry considerable weight as we bring these proposals to the attention 
of our respective faculties. 

I am delighted that they pointed out very early in their paper that 
major surgery was not called for in the development of this curriculum. 
Administrators concerned with the problems of scheduling, obtaining 
new staff members, class room facilities, etc., are not too eager for major 
changes in curriculums at this time. But the proposals in this paper 
will utilize existing courses to such an extent that the average adminis- 
trator should have little cause for alarm. 

In the case of the liberal arts courses which have been proposed, we 
face the problem of convincing another faculty and department of the 
need for these particular courses. This sometimes is not tod easy. It 
becomes especially severe today as most academic departments are groan- 
ing under the weight of present enrollments. If my memory serves me 
correctly, our own basic government course, for example, omits many 
of the items found in the course description in the paper. It may be 
that a service course especially designed for these students could be 
created—but this involves budgetary problems and other concerns of a 
serious moment. 

Another problem basic to these courses is the question of prerequisites. 
Sometimes the prerequisites may act as practical impediments to a 
student’s enrollment in a particular course. 

Drs. McCahan and Loman have pointed out some of the basic differ- 
ences in philosophy that exist among insurance teachers regarding the 
purpose of the basic insurance course. One of the ideas that I have been 
experimenting with in the basic course that I teach is to emphasize the 
phases of insurance that the student as a consumer is most interested in. 
This involves a greater emphasis on contracts, types of carriers and less 
emphasis on such topics as reserves, re-insurance and rating. The develop- 
ment of criteria for intelligent purchasing of basic insurance contracts 
is stressed. 

The major arrangement of courses in the property insurance and life 
arrangements seems reasonable. Naturally the putting of these courses 
into the curriculum would depend to a large extent on the other junior- 
senior requirements that the students are exposed to. But there is no 
unusual specialization, and I think the program should meet with little 
difficulty at the hands of most faculty members. 

(36) 
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The only reservation I have, and it is a mild one, rests with the course 
in Wills, Trusts and Guardianships. This is an intricate phase of law. 
I wonder whether it can be effectively presented even in general terms 
to the undergraduate. The particular field is one in which a little knowl- 
edge is a dangerous thing. Even your average lawyer will often shy 
away from the problem because of its highly specialized character. 
Further, the Trust device has limited applicability and is an effective 
vehicle for the larger estate, of which there seem to be fewer and fewer 
as time goes on. 

Drs. McCahan and Loman have given us considerable food for thought. 
Only the catharsis of time and experience can give us the final evaluation 
of their program. On its face it looks challenging and exciting. I hope 
that as it develops in the various schools of business, our association can 
give us a running commentary of its development and success. We might 
undertake this as a permanent association project. Further, as programs 
become more standardized, we might adopt the technique of the physical 
sciences and expose our students to standardized examinations which 
would give us a comparative picture of their status as students and ours 
as teachers. 

My congratulations go to Drs. Loman and McCahan. 

* * * * * 

Mr. Gravengaard has done a superb job in the unfolding of the Life 
Insurance Company Sales Training Program—past, present and future. 
His unique qualifications and his excellent experience have made him 
an acknowledged authority in the field. 

We, as University Teachers of Insurance, should have a vital interest 
in the development of the Training concept in the insurance field. Our 
students go into the business on our suggestion and advice, and we want 
to be certain that they enter upon programs of development that will 
lead them along the road of achievement. We have a real stake in the 
futures of these youngsters. Therefore, we should be concerned not only 
with the preparation we give them, but also the skill preparation offered 
to them by the insurance business. 

Further, the prestige of our teaching area will increase as the prestige 
of the insurance institution grows. Well conceived, adequately supported, 
training programs will help in this process. 

Finally, our interest is a selfish one; as University Teachers of Insur- 
ance, we are being called upon more and more to assist in the formation, 
conduct and evaluation of insurance training programs. 

Mr. Gravengaard has given us a graphic picture of the results of 
training programs. His 1924 figures can be bolstered and given even 
more dramatic emphasis if one were to delve into the results being 
achieved by present day training programs. You probably have seen the 
phenomenal figures recently released by one of the New England Life 
insurance companies. 

In addition to increased volume of quality business, there may be 
other by-products of good training. Agency turnover may be cut down 


L 


38 The American Association of University Teachers of Insurance 


and we are all familiar with the costs of high and rapid turnover. 
Training should have a long run tendency to reduce supervision costs 
on the premise that the trained man should give his manager fewer 
supervision headaches than the untrained man. 

A well-trained agency force may increase the prestige of the company 
and the institution in the community. The agent is the key man in good 
public relations. His aptitude, his attitude, and his ethics will probably 
have a more significant effect on public opinions than any other influence 
in the business. 

One of the interesting issues raised by Mr. Gravengaard is the role 
of the Home Office in field training. I wish he had developed this prob- 
lem in more detail. My personal prediction is with the third group. 
As I see the Home Office operating in this training universe, it can 
perform many vital services without taking unto itself the complete 
obligation to train the life insurance field man. Some of the contribu- 
tions that the Home Office can make are: (1) It can take an active and 
prime role in helping its managers and General Agents to analyze and 
discover training needs. (2) It can prepare and furnish the managerial 
force with training material. (3) It can engage in research for new 
training materials and methods. (4) It can train the trainers—teach 
the managers in the art of teaching. (5) It can handle specialized train- 
ing situations, particularly when it might be uneconomical to decen- 
tralize the program in the various field offices; e.g., Veterans Retraining 
program. Veterans returning at odd times, in small numbers, probably 
make it more economical to gather a few together for a Home Office 
school at stated intervals—perhaps a school in Advanced Estate Plan- 
ning would be another illustration of the type of program that might 
be more effectively handled by a Home Office or regional school. (6) And, 
finally, the Home Office can coordinate and act as a central clearing 
house for all the individual programs and give them over-all evaluation. 

One of the areas for discussion and research in the improvement of 
life insurance training programs is the matter of “content.” The present 
structure of training programs is to a considerable extent the result of 
imitation and accidental accretion. In evaluating the present content 
and preparing for a change, two avenues of investigation might be 
pursued. First, there is the need for a careful and painstaking job 
analysis of the trainee’s function in the business. For some time job 
analysis has been the preparatory technique for curriculum construction 
in the production side of business and industry. This same principle of 
job analysis can be applied to life insurance distribution. It will help 
substitute fact for intuition in agent training. This process would 
involve the development of a complete and detailed listing of the knowl- 
edge, skills, habits and attitudes already possessed by a cross-section of 
the better salesmen. This cross-sectional picture when reduced to an 
orderly list will serve as a guide to course content in training the new 
man as well as in upgrading the experienced man. 
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Some collateral features of job analysis are: (1) It can aid in the 
selection process; (2) It can furnish considerable data for evaluating 
the agent’s performance. 

In connection with the experienced agent, spotting training needs 
may be accomplished through a failure and complaint analysis. By 
careful analysis of performance; by drawing on management’s experi- 
ence, the discovery can be made of the agent’s shortcomings. Then 
through training the gaps can be filled. 

Another problem that Home Offices face in the formulation of their 
training programs is a full realization of the gamut of training. Train- 
ing does not begin and end with the formal, organized training course. 
Training is frequently more informal than formal. Agency meetings; 
interviews and contacts with the General Agent; joint case activities 
and many other exposures fashion the man we finally have. Therefore, 
a training program must encompass and reckon with these other training 
influences. 

As Mr. Gravengaard pointed out, many companies have embraced 
the T. W. I. program as an aid in the development of their training 
plans. The T. W. I. training scheme made a very significant contribution 
to our war effort. It was employed primarily in the production field and 
was created to meet certain specific needs. It comprised three short 
packaged courses. Its introduction into life insurance training should 
be carefully and critically evaluated. Perhaps only parts of it are 
applicable and useful. We must remember it was a rather rigid pro- 
gram which may forestall real participation by the trainees in terms 
meaningful to them. 

This raises the question of training methods. We as teachers on the 
academic level can contribute to as well as learn much from the training 
field in the area of teaching tools and methods. A study might well be 
made of the most successful teaching method for each phase of the 
training job. Some companies have recently been giving close attention 
to the conference method as one of the most effective teaching tech- 
niques. Some of the advantages cited for this instructional form is that 
it frees the comparatively mature life underwriter from the formalism 
of lecture and classroom training; it provides for participation by the 
members ; it matches off rather closely the participant’s learning speed 
with the level of discussion, since it is the participants who do most of 
the talking. Two guide posts of caution should be observed in the use 
of this tool. It serves primarily in the development of the ability to 
analyze problems and to apply sound solutions to these problems. Ordi- 
narily it is not the most efficient way to impart factual or technical 
information. In addition care should be taken that the leader does not 
attempt to control the group to the point that group participation is, 
in fact, a fiction. I have noticed in my own war training experiences 
how often leaders accepted group participation so long as it leads to 
the solutions the trainers had in mind all the time. 
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I am sorry that Mr. Gravengaard did not give us his expert opinion 
on the current smash hit in life insurance training—namely, the Purdue 
Plan. I am sure we would all welcome his appraisal of it. This idea 
augurs well for the future of life insurance training. It indicates that 
the business is willing to strike out in new areas. Further, it will furnish 
a mine of data which will reflect itself in future developments in life 
insurance selling. The idea is still in its infancy. It has many storms 
to weather before it reaches maturity. To everyone interested in life 
insurance training, its course will prove an interesting experience. 

One hope that I am sure all of us share is that the business does not 
look upon training as the panacea to all their field problems. Careful 
selection, adequate training, compensation that pays for the whole job 
and not a part of the job; honest, inspiring leadership and supervision 
are the elements in the success formula. Training is only one of the 
four horsemen—as vital as the others but no more important. 

Turning briefly to the property insurance field, we see an even more 
phenomenal development of company training programs than perhaps 
in the life field. Property insurance, with a few exceptions, came of 
training age somewhat later than life insurance. But it is swiftly making 

up for lost time. Dr. Loman would probably have the figures on new 
training programs in this field. My limited observation accounts for, 
at least, twelve new training programs since the end of hostilities. These 
programs have been concentrating on the Special Agent as well as 
Agent training. General observations occur to me regarding the programs 
I have seen in action. They seem to concentrate too much on the facts 
of the business and too little on the selling process. They do not concern 
themselves enough with the problems of agency management—a serious 
problem today with increasing costs of agency operation and a long run 
trend toward decreased commission per unit of insurance. These pro- 
grams should produce a new type of property insurance agent who 
should be superior to his untrained predecessor. 

Tied in with the company programs is the educational activity of 
the National Association of Insurance Agents. Under the able leader- 
ship, this plan is moving ahead and will be an able supplement to 
company efforts. 

To complete the triangle, we have the C. P. C. U. program, which 
will do much to professionalize the property insurance field. 
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PRIVATE LENDING 


By Wu. W. Boptnz, Financial Vice President 
The Penn Mutual Life Insurance Company 


insurance funds in corporate securities may startle you. I can only hope 
that it will clarify itself as we go along. 

Just as the human body needs proper food, care and attention if it sis 
to remain in a sound condition and operate at peak efficiency, so does 
the corporate body. In the one case let us call it health; in the other 
capital. Without good health on the one hand and adequate capital on 
the other, neither can prosper. The first is maintained in our daily 
activities, in our homes, or in our hospitals; the second through internal 
financing, or through resort to the market place, which I am going to 
liken to the hospitals’ ward, semi-private, or private services, the last of 
which is the subject of our discussion. 

The standardized ward service represents the more or less impersonal 
public offering of securities through underwriters in a form which meets 
the general requirements of the investors. This is particularly true of 
public offerings involving competitive bidding where the underwriting 
fraternity cannot possibly be expected to know intimately the affairs 
and the managements of the great number of companies whose securities 
they are called upon to evaluate. 

Then let the semi-private service represent so-called private offerings 
where an investment house acts as financial adviser to the corporation 
and in turn places its securities with a limited number of institutional 
purchasers. In that case the company selects its own “physician” who 
knows the habits, medical history and idiosyncrasies of the client, and 
where there is somewhat greater opportunity to balance his preconceived 
ideas of treatment with those which experience has shown to be effective. 

Finally we come to the private service. Here, whether the “patient” 
be brought in by his family doctor or not (and in my opinion he should 
be), he has the benefit of the objective and diversified services of a 
hospital clinic to evaluate his present condition based on the past health 
records of each part of his corporate body and activities. This is not to 
suggest that anything is wrong and a cure necessary, but to determine 
on a sound procedure to meet existing conditions and provide what 
would appear to be a healthy program for the future. Right here it is 
important to keep in mind that while we can analyze the present based 
on past history (or think we can), estimates of the future are just that, 
and no program can be static. Periodic check-ups are desirable and there 
must be flexibility for changes in conditions and future requirements. 

Private lending is nothing new. It has long been one of the prime 
purposes of commercial banks. From its beginnings it was a 
service and a continuing relationship, but based on the short term 
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turnover of inventories and the seasonal requirements of business—fixed 
capital requirements having been provided through equity or long term 
obligations. With the rapid development of industry in the 1920's, 
followed by the depression and the industrial revival of the ’30’s, and 
nurtured by public regulation, the banking system gradually adopted the 
practice of granting credits for more than the customary 60-90 days or 
one year, extending out to three or five years (often ten years). Paren- 
thetically, the borrowers, forced by circumstances, honored short term 
credit more in the letter than in the spirit—renewals or switches having 
become the order of the day. 

During the late thirties life insurance companies, or some of them, 
pricked up their ears. It may have been because life insurance assets 
were growing apace; farm and urban mortgages were understandably 
out of favor; policy loans were decreasing; Federal debt had not yet 
moved into high gear; municipal securities were no longer attractive due 
to tax policies; tired mortgages that had become real estate were being 
liquidated ; the railroads were heavy with debt, in red figures and facing 
receivership ; the banks were buying longer term securities and lengthen- 
ing out their lending into the field of institutional investors. 

These were no doubt some of the factors inducing life insurance 
companies to take up private lending. In the case of my own company, 
there was another important inducement. We had in the course of years 
acquired a very large volume of Governments, Rails and Utilities, but 
our industrial investments as late as 1943 represented little more than 
3% of our assets, and were concentrated in a handful of large national 
and international units. It appeared to us that if this country was going 
to continue its expansion in the future as it had in the past under a 
so-called free enterprise system, it was going to be largely in diversified 
industrial developments, many of which were accentuated by war require- 
ments and inventions (i.e., chemicals, oil, electronics, etc.). Further, 
that these developments would not be restricted necessarily to the very 
large units of capital but would extend through numerous smaller ones, 
many of which received their impetus in the war period but were strong 
enough to stand on their own financial feet come depression times, and 
large enough to command good management and to support adequate 
research in their field. 

Obviously private negotiation does not lend itself to Government 
financing, nor to the railroads where competitive bidding is the order 
of the day, nor to a lesser extent to public utilities where that procedure 
is required for the great majority subject to the jurisdiction of the 
Securities and Exchange Commission, the Federal Power Commission, 
and in some cases State Commissions. But here was a fertile field for 
private lending and for an increase in our industrial investments. 

So much for the background of need and opportunity. Now a few 
words as to the procedure of private lending, the type of agreements 
and their provisions, supervision and follow-up, and advantages versus 
disadvantages. 


& 
k 
| 
t 


Private Lending 


PROCEDURE 


Enough has been said of the evolution of private lending by the com- 
mercial banks to indicate that they had no great difficulty in gradually 
acquiring medium and longer term loans, at least so far as existing 
clients were concerned. The market was at hand in their business 
depositors and short term borrowers. Nevertheless, they have in recent 
years carried on extensive advertising, principally in the local news- 
papers and trade journals, as an aid in expanding their lending and 
banking activities. 

As to life insurance companies, I must assume there is no general 
pattern. The companies vary in size, in organization, in investment 
policies and in general thinking, and I do not know that anybody has 
as yet undertaken the job of studying and documenting the practices 
and methods of those life insurance companies engaged in private lending 
to a greater or lesser extent. I can only offer my company and our 
thinking as one example. 

Until about three years ago Penn Mutual had generally limited its 
security investing to public offerings and open market purchases. When 
we undertook “private lending,” without diving in head first, we let it 
be known to our friends in business, in the commercial banks, and in 
investment houses, principally in the Philadelphia metropolitan area, 
that we had equipped ourselves to enter this field on a modest scale. 
It seemed to us that while some managements might prefer to discuss 
their entire financing direct with one lending institution, there were 
others who would consider it desirable to combine their short and long 
term borrowings with their normal commercial banking connections, 
and finally, that there were many companies of moderate size to whom 
private borrowing might be more advantageous than public offering of 
securities through underwriters but who would want to be represented 
by an investment house. 

As we have gone along it is only natural that an increasing number 
of inquiries come to us direct as it becomes more generally known that 
we are making such loans. We have done no direct advertising nor have 
we “traveled the country,” nor do we have branch investment offices. 
We have, however, spread the gospel through those of our real estate 
mortgage suprevisors and correspondents whom we deem qualified to 
“open the way,” and we have pointed out to our General Agents in 
industrial areas the desirability of interchange of information and con- 
tacts between the two departments to the extent that it may be proper. 

With the decrease in volume of the smaller residential and business 
mortgages and the growth of larger mortgage loans to industrial and 
commercial! enterprises where the prosperity of the business is just as 
important as the real estate security, we have felt that mortgage and 
corporate lending activities: could well be correlated. To this end we 
are training some of our mortgage loan men in the details of corporate 
loans with a view to their acting as field supervisors in both capacities. 


£ 
| 
{ 
4 
Xt 


« 


ft The American Association of University Teachers of Insurance 


Enough as to Penn Mutual procedure in acquiring loans. There is 
plenty of business for all of us and we are moving slowly, and I hope, 
soundly. Over-aggressive solicitation may entail problems of public rela- 
tions. We are quite selective and our screening prompt and thorough. 
We should not hold ourselves out as lenders and then fail to lend. If the 
answer must be “no,” we try to make it early in the game, and if 
possible, frankly to state our reasons. We do not take the time of the 
prospective client unless the answer is a tentative “yes,” after which 
examination is thorough both with respect to the business—past, present 
and prospective, the management, and the financial position of the 
company. 

TYPEs OF AGREEMENTS AND THEIR PROVISIONS 


While there are no doubt variations as between insurance companies, 
and within companies to meet each particular situation, there is a 
general pattern of indentures or agreements coming down to us from 
the time-tested practices of investment underwriters and bank lenders. 
The security may be the conventional corporate mortgage, or it may be 
@ loan collaterally secured, or it may be an unsecured note—the most 
customary form of term loan. It is the last that I will discuss in terms 
of my own company, keeping in mind that the great majority of such 
loans are to industrial companies for the purposes of refinancing, or for 
plant expansion, or for additions to working capital. 

First we describe the note (i.e., the amount, date, maturity, installment 
payments, interest rate, and very often the purpose of the borrowing), 
the form of note being attached to the agreement as “Exhibit A” ; then 
the details of delivery of the note and the “closing” or settlement; 
provisions for repayment whether annual, semi-annual, or less often 
quarterly ; the mandatory amount, any contingent amortization and any 
prepayment privileges to the borrower, all without premium; then the 
premium provisions for other retirement. 

Then we have what we call affirmative covenants with respect to net 
working capital (less often current ratios, generally limited to the pay- 
ment of dividends) ; application of proceeds from property sales over a 
certain amount; taxes or liens; insurance; compliance with laws and 
regulations ; maintenance of properties; financial statements and other 
information as requested ; the legality of the transaction and the lawyers’ 
over-all clause of “further assurance.” 

Then the negative covenants; that is, that without the prior consent 
of the noteholder the borrower will not do certain things, such as create, 
guarantee or assume additional indebtedness except as specified (gen- 
erally unsecured bank loans maturing within twelve months and often 
ak ts aeeemine dispose of assets except in the usual course of 
business ; mortgage or pledge property, sometimes with a limited excep- 
tion as to purchase money mortgages; merge or consolidate with any 
other corporation or dispose of its business or assets; acquire securities 
or make loans of more than a limited dollar amount, except U. S. 
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Government securities; pay cash dividends or retire stock except out of 
income subsequent to a specified date; create subsidiaries unless sub- 
stantially wholly owned, etc. 

Next come the usual default provisions with respect to principal and 
interest payments, covenants and warranties, bankruptcy or insolvency. 
We also require representations and warranties with respect to corporate 
organization, business, rights, authority to execute the agreement and 
issue the note; representation of balance sheet and earnings statements 
as submitted ; agreements adversely affecting the company’s business or 
assets. Finally, the obligation of the insurance company to make the 
loan is limited to the prior receipt of legal and other opinions, docu- 
ments, etc. 


SUPERVISION AND FoLLow-uUP 


Now that we have our loans and hope to have more, what do we do 
about them? The path of least resistance would seem to indicate that 
they and their accompanying papers be filed away and forgotten. But 
prudence dictates otherwise. 

As one of the affirmative covenants, I have mentioned financial state- 
ments and other information. It is our practice to require that we be 
furnished financial statements of the company within a reasonable time 
after the end of each quarterly accounting period, and an annual audit 
covering each fiscal year. Also an auditor’s and an officer’s certificate to 
the effect that to the best of their knowledge all terms of the agreement 
are being fulfilled. The officer’s certificate usually contains an itemiza- 
tion of insurance in force so that we may determine that the com- 
pany’s property has been properly safeguarded against fire and other 
contingencies. 

Upon their receipt, the quarterly and annual statements are subjected 
to close scrutiny with a view to ascertaining whether all the financial 
covenants, affirmative and negative, have been complied with. The finan- 
cial information as received is not always in uniform detail and we 
reduce the data to a standard form consistent with the basis on which 
the loan was made. At the same time the statements are given a “going 
over” for the purpose of preparing a brief report on the progress, or lack 
of it, made by the company as compared to previous periods. 

Any unusual aspects that may turn up are then discussed with the 
company in a spirit of mutual helpfulness, and other information neces- 
sary to clarify the situation may be requested. We like to think of our 
supervision efforts in terms of being a type of preventive maintenance, 
and the old saying “An ounce of prevention is worth a pound of cure” 

is just as applicable to this field as it is to the field of medicine. 


‘ADVANTAGES 


These I am going to list as we see them and leave further elaboration 
for the discussion period. 
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A. Advantages to the client (please note that I choose to call 
him “client” and not “borrower”) : 

Our theory is that we provide a service, first learning the 

requirements of the client, present and future, and then rec- 

ommending a “tailor-made” plan which would seem to meet 
his particular conditions and yet adequately protect the policy- 
holders for whom we are trustees. We have no standard forms. 

Corollary advantages are: 

(1) Flexibility and expedition of negotiations. 

(2) Simplification of the transaction, with consequent reduc- 
tion of expense. 

(3) Non-disclosure of figures and details of business. 

(4) The opening up of a source of supply of capital funds for 
companies of only moderate size, there being many such 
which would struggle along “as is” without adequate 
capital rather than resort to public financing. 

(5) Ease of revision, when such may be desirable—a well-nigh 
impossible procedure with publicly-owned securities. 

(6) Financial adviser to the client—a collateral service which 
supplies answers to a wide variety of practical questions. 


B. Advantages to the insurance company (I don’t call us “the 
lender”) : 

(1) An additional outlet for life insurance funds—much 
needed at the present time. Not only are new loans added 
as the service becomes better known, but we are always 
ready as our present clients progress to re-set and increase 
their debt capital as needs increase. 

(2) Diversification of investments with respect to type and 
businesses and with respect to maturities. 

(3) Some increase in return, in recognition of decreased 
expenses to the client, assumption of total risk, and 
lack of marketability (we must live with the investment 
throughout its term, amortization being substituted for 
marketability). The cost of putting the loan on the books 
is of course greater than the purchase of a like amount 
of securities on a public offering where the work of 
investigating and documenting is largely done by others. 

(4) Terms of private vs. public offerings. In a seller’s market 
such as we have been having, many securities are publicly 
offered with wide open terms which do not adequately 
protect the investors or for which they do not receive 
adequate compensation in the rate. 

(5) Close client-company relation. We receive the client’s 
financial statements, analyze them, and if deemed advis- 
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able discuss them with the management, as well as all 
aspects of their business. We do not interfere with man- 
agement but we know continuously what is going on 
and are in a position to appraise the company and its 
prospects. 

Last and perhaps the greatest advantage—pay-out or 
sinking fund. The pay-out is an important element as it 
provides some shorter maturities, a more even schedule 
of inflow of funds, and most effectively insures security 
of principal and interest. As the loan is steadily reduced, 
it becomes less of a burden to the “client” and of higher 
investment quality and safety to the insurance company. 
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COMMON STOCKS AS LIFE INSURANCE 
INVESTMENTS 


By Rozert F. Mang, Financial Secretary 
Provident Mutual Life Insurance Company 


) ee INSURANCE investment management has a dual responsibility in 
putting funds to work. As fiduciaries the primary duty is to maintain 
the value of principal over the extremely distant future despite all 
contingencies arising out of rapid technological developments and wide 
swings in general economic conditions. The subordinate obligation is to 
direct funds to those productive uses which return maximum income 
compatible with safety of principal. Both must be accomplished within 
the investment framework established by law and public opinion. This 
discussion of common stocks as suitable life insurance investments cer- 
tainly will not dispute these tenets. However, issue will be taken with 
traditional investment attitudes which are too often accepted as inviolate 
if safety of principal is to be successfully achieved. I challenge the 
deeply rooted belief that debt securities possessing a cushion of protection 
in book assets and historical earnings are, per se, inherently safer than 
common stock equities preceded by little or no senior capitalization and 
which represent a senior claim on established earning power. I question 
whether those attributes of bonds—fixed coupon rate and maturity date— 
are so essential to the investment function of life insurance companies 
as to exclude moderate holdings of those common stocks which measure 
up to highest investment standards. From the life insurance investment 
standpoint, over-emphasis upon the mere form of a security in a con- 
stantly changing financial and business environment is to over-simplify 
the problem of putting funds to work and may lead to a negative or 
myopic approach. Sustained future investment value is at best an elusive 
goal, and continued protection of value cannot be assured through too 
strict adherence to a bookkeeping philosophy of safety of principal. 

The need to look beyond the legal form of a security has been aptly 
stated by Arthur Stone Dewing, one of the leading authorities on cor- 
poration finance, in his basic work “The Financial Policy of Corpora- 
tions”: “The canons of sound investment, if there are any, consist of 
methods of analyzing the individual industry, the individual corpora- 
tion, and the individual security. There are no changeless or invariant 
classes. The most one can do is to differentiate between the young and 
vigorous industry and corporation in contrast to the decadent industry 
and corporation. But such discrimination rests on analysis of the indi- 
vidual rather than on the classification of types. 

“Nearly twenty years ago I suggested the analogy of the life cycle of 
the human being to that of the industry with respect, especially, to 
investments. There is a period of youth and vigor; there is a period of 
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maturity and achievement; there is a period of old age and decadence. 
Irrespective of the form of security, bond or stock, the investor should 
select the industry and the corporation within the industry, which are 
in the period of youth and strength; he should avoid the industry and 
the corporation which, although enjoying a reputation for long-continued 
soundness, show the signs of age, and decay. And this has nothing to do 
with bonds or stocks as a class of security.” 

The highest quality bonds are potential equities if the historical 
cushion of earnings and assets, for which such a high price is often 
paid, is eroded through obsolescence or mismanagement. No apparent 
investment in property is significant if those fixed assets (which are, 
in reality, prepaid expenses) cannot be consumed in the course of future 
operations in a manner to produce profits. A basic instrument of cor- 
porate bond analysis is the so-called “multiple of coverage” which is 
the ratio of earnings to interest requirements. The widely held view that 
this “multiple of coverage” is the keystone for judging relative quality 
is a most dangerous one, and it has caused much confusion in the 
thinking about the relative merits of bonds and common stocks. Its 
superficial use tends to minimize more important factors such as the 
source and structure of earnings. A high multiple of interest coverage 
on bonds can disappear in short order if it rests upon a narrow profit 


margin. 
Equities, to use the term broadly, include all types of security where 
the value of the investment is a direct and primary reflection of the 
earning power of the issuer. It is seldom recognized that life insurance 
companies have at times involuntarily held large amounts of equities. 
Acquisition of real estate through foreclosure and participation in cor- 
porate reorganizations, especially in the railroad field, swept away tech- 
nical and legalistic trappings to reveal the ultimate source of all private 
corporate security value—earning power. A senior capital position, but- 
tressed with all known protective covenants, is of questionable merit in 
the absence of earning power. Why buy a bond “next to the rails” if the 
future of earnings is known to be doubtful, and then pass up a junior 
security in a company where there is prospective growth in income for 
the protection of the security holder? Past experience provides ample 
precedent for the acquisition of equities by life insurance companies 
through the due process of law even though they were equities without 
earning power. Moreover, to an increasing extent State Insurance Laws 
are being modified to permit a moderate voluntary investment in various 
types of equity securities. The direct purchase of income producing real 
estate and the construction of housing projects may be classified as 
equities along with income bonds, preferred, and common stocks, 
Increased life insurance investment in common stocks has been advo- 
cated on the grounds that the supply of traditional forms of investment, 
such as real estate mortgages and corporate bonds, is likely to remain 
small relative to the flow of investable funds. I will not defend the view 
that life insurance investment in common stocks should be taken as a 
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last resort or stopgap policy. Also, I most assuredly do not want to try 
to build up a case for market speculation in common stocks, purchases 
of equities by life insurance companies in new and untried ventures, 
purchases designed to secure control over other businesses, or lead to 
any of the other abuses uncovered in the Armstrong Investigation. 
Furthermore, I will not reiterate the excellent case that has recently 
been made for common stocks on the basis of their comparative price 
and yield record by B. Hollon Smith, Assistant Treasurer of the Bankers 
Life Insurance Company, Montclair, New Jersey, in a paper before the 
American Life Convention. My own point of view is that, since earning 
power is the source of all investment value irrespective of security type, 
life insurance funds should be directed into those areas evidencing an 
upward trend of earnings and conservative financial policies. Since it 
can be reasoned that security prices are, in the last analysis, the present 
value of future earnings prospects, the operating problem of investment 
management in protecting safety of principal and achieving income then 
becomes one of purchasing prospective earning power in those particular 
situations where it can be had at the most advantageous price. In many 
cases this is possible only by the purchase of common stocks. I will 
examine the investment qualifications of common stocks based upon the 
claim of this type of security upon the broad earning power of the 
business economy. Finally, consideration will be given to the advantages 
and disadvantages of moderate holdings of common stocks in the light 
of existing operating problems of life insurance investors. 

Future earning power is extremely difficult to appraise even when all 
information is available. Historical records provide only a partial key 
to the future. In fact they may even prove to be a misleading guide. 
This is more evident today than ever before. How should the excellent 
record of bituminous coal carrying railroads be evaluated at the outset 
of the Atomic Age? Investment analysis which must form the basis for 
long term commitments requires not only an accurate interpretation of 
past records, but also a careful examination of all other related informa- 
tion. Future earning power can be properly assessed only if correct 
inferences are drawn from available data. Furthermore the supervision 
of investments requires constant reappraisal of this earning power. The 
approach should be the same for all types of corporate securities. While 
this is not a thesis on earning power, I should like to submit that satis- 
factory future earning depends not upon the dollars of profits shown in 
the past, but upon the ability of the issuer to maintain a continuing 
control over costs of operations in relation to sales in the future. This 
is an obvious over-simplification, but it follows that a favorable sales- 
cost relationship can best be maintained by leading companies within 
the more dynamic industries. The opportunity for permanent investment 
in such situations is frequently confined to common stock. It is safe to 
say that any industry or company may in time experience declining 
earnings despite the most painstaking analysis by the investor at the 
time of commitment but this is true irrespective of the type of security. 
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However, should not life insurance investment management accordingly 
be permitted to concentrate its efforts upon the purchase of future 
earning power at the most advantageous price in order to best meet its 
investment objectives—preservation of principal with maximum income? 

Common stock is the universal corporate investment medium. While 
there are probably only a thousand publicly held issues likely to be of 
interest to institutional investors, this group of companies cuts across 
the entire fabric of American business and in the aggregate represents 
a very large segment of total corporate business enterprise. Here is an 
immediate outlet for substantial funds in a wide range of industries. 
The careful investor can buy proven vigorous management, demonstrated 
earning power, and consistent dividend income. The area that might be 
considered eligible for institutional investment is at least as great as 
the entire private corporate bond and mortgage field. With access to this 
area the life insurance investor can retain the initiative in selection and 
retention of securities, for here is the broadest group of irredeemable 
issues. Adverse selection is always a threat with a portfolio comprising 
bonds, mortgages, and preferred stocks. That is to say, since high 
quality bond issues are more likely to be repaid than poorer quality 
issues, the result in confining investment to conventional channels over 
a period of time may result in the lowering of general portfolio quality, 
unless yield is to be sacrificed through increased purchase of Govern- 
ments. In the common stock area investment management may utilize 
its time and abilities in the selection of permanent holdings or securities, 
the effective maturity of which may be determined by the investor. 
Supervision can be directed toward a better understanding of basic 
earning power and other problems of the business and financial economy 
rather than worrying about “swapping dollars” in debt securities. I do 
not believe that the outstanding attribute of permanence or investor 
choice which result from investment in common stock is fully appreciated. 

According to the Department of Commerce, private corporate business 
had profits before income taxes of 9.7 billions in 1929, while in 1941 
this increased to 17.0 billions.* The structure of business profits changed 
greatly over this period. Pre-tax profits in the broad category of manu- 
facturing increased from 52% to 65% of total private corporate profits. 

Within the manufacturing group, some industries made notable gains, 
both absolutely and relatively. For example, chemical industry profits 
increased from 431 millions in 1929 to 1,042 millions in 1941, an 
absolute increase of 141% and 37% improvement in their relative 
position to total private corporate industry profits. Contrast this per- 
formance with the debt ridden steam railroad industry where profits 
declined from 824 millions in 1929 to 517 millions in 1941, or 37%, 


* These years are useful for comparative purposes since 1929 is widely regarded 
as a ‘‘boom’’ year, while 1941, although to some extent a ‘‘War Year,’’ can be 
utilized as representative of a somewhat normal year for the future. The over-all 
difference between the two years probably is a crude measure of the secular 
growth of the national economy. Pre income tax —— 
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which represented a 64% decline in their relative position in the profit 
structure of industries. 

Management of leading corporations within a dynamic industry is 
well aware of the hazards of permanent debt, and longer term financial 
policy is directed toward putting the capital structure on a 100% stock 
basis. Also it is typical of growth industries to finance a large portion 
of capital expansion with retained earnings. The chemical industry 
retained total earnings of 962 millions over the 1929-1941 period. Rail- 
roads as a group suffered dissavings of 2,055 millions over the same 
period . Furthermore, growth industries are notable not only for favor- 
able trends in sales and profits, but also for an ability to maintain or 
improve profit margins. This is unacademically referred to as the “cost- 
price relationship.” Pre-tax profits of the chemical industry as a percent 
of sales was 11.7% in 1929, and this margin had increased to 16.2% 
in 1941. Comparative percentages for railroads as a whole were 11.9 
and 8.9 respectively. 

I do not believe the long range operating problems connected with 
life insurance participation in the common stock area to be any more 
insurmountable than those encountered in any other type of investment. 
If a case can be made for the inherent value of high quality common 
stocks, then the more obvious objections to life insurance investment in 
common stocks should be answerable. Valuation difficulties should not 
be considered a barrier, though admittedly the bond form is most con- 
venient from an actuarial standpoint. The coupon rate is fixed, and the 
purchase price can be amortized to par at some fixed date so as to 
produce a rate of return that can be directly related to contractual 
liabilities. If all goes well over a 30, 50, or 100 year period, income will 
have been correctly stated, but at the time of purchase this is only a 
theoretical assumption. Subsequent losses can throw these careful mathe- 
matical calculations completely askew, and eventual realized return may 
be far from anticipated yield at time of purchase. Prepayment and 
reinvestment at lower rates also invalidates actuarial expectations. Aside 
from mathematical convenience, the promise to pay at some future date 
has little present value. The present value of future coupon or dividend 
payments is the most important element in the price paid by the investor. 
The value of principal at maturity will only be sustained if the issuer 
at that time has earning power sufficient to make payment with accumu- 
lated funds, or if refunding is feasible. If earning power has been 
declining over the interim, the debtor will probably not have accumulated 
cash resources with which to repay. If earning power continues, why 
should the investor wish repayment? The desire for a repayment date 
in order to take advantage of more favorable reinvestment opportunities 
is a form of speculation from the institutional standpoint. Consider the 
cost of maintaining a short-term investment portfolio over the last 
fifteen years in anticipation of higher interest rates! Liquidity through 
scheduled maturities may be realized only under conditions when life 
insurance companies have, in fact, no need for such liquidity. 
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An important reason for the preference for debt securities is that book 
values on amortizable bonds can be maintained without the near term 
danger of fluctuation in surplus accounts resulting from market price 
changes on the bonds. Common stocks at present must be carried at 
year-end market values, which results in extensive fluctuations in the 
stated surplus account. As long as this ruling exists management can 
not, from a public relations standpoint, afford to acquire non-amortizable 
securities except as an extremely moderate proportion of assets. Never- 
theless, this avoids facing the problem; market fluctuations are neither 
true gains nor true losses, since they are not realized. Eventual realized 
losses, if any, can just as readily occur with portfolio items on which 
surplus is now insulated against current market price fluctuations. 

Price fluctuations of those types of equities required to be carried at 
year-end market values can be handled in a manner designed to minimize 
the effect on surplus by setting up special reserves apart from general 
surplus. One source of such reserves could be all income realized on the 
common stock portfolio in excess of some arbitrary rate, say 3%. Of 
course, if investment management were to disregard historical price 
records and proceed to acquire an entire portfolio over a short period of 
time before reserves could be accumulated, then quite possibly prices 
could decline to a point where the current general surplus would be 
reduced—at least temporarily. This could have an unfavorable psycho- 
logical effect on the policyowners, the regulatory bodies, and, even more 
important, upon investment management itself. I am certain, however, 
that no hasty action in acquiring common stocks would be taken. Life 
insurance companies are not inclined to rush headlong into any area of 
investment. A much more sane procedure would be for the companies 
to set up “pilot plant” common stock portfolios which would be increased 
gradually as knowledge and experience were built up. The probabilities 
of book costs in line with average market values would be greatly 
increased by this or some similar conservative procedure thus reducing 
the exposure hazard of the surplus account. In thinking about unrealized 
fluctuation in surplus due to market fluctuations, one should never lose 
sight of the relative permanence of the bulk of the reserves currently 
held by insurance companies. This focuses attention on the .validity of 
the market value concept in establishing book values for certain assets. 
Market price at any particular point in time is established through 
purchase and sale of a minute part of an issue, and yet this figure is 
adopted as a sound value for the entire amount outstanding. Obviously 
this procedure is neither practical nor sound. A much more representative 
figure is an average valuation based on prices over a period of time and 
there is reason to hope that this concept may in time be adopted. 

The Armstrong Committee in the early 1900’s recommended that life 
insurance investment in common stocks be prohibited because of the 
abuses uncovered. These included irregularities in handling of large 
bank deposits, participation in underwriting syndicates, speculative pur- 
chases, abuse of stockholder privileges, and undue control of manage- 
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ment of other companies. At that time holdings consisted of either stocks 
of other financial institutions or highly leveraged situations. The present 
broad area of large seasoned industrial common stock issues was not 
even in existence. Federal regulation of security issuance and State 
insurance supervision have been greatly strengthened. Under these condi- 
tions common stock investment by life insurance companies could be 
permitted on a basis in keeping with the spirit of the Armstrong 
Investigation. 

With the continued growth of life insurance assets in relation to 
conventional outlets for funds, the long range achievement of investment 
objectives of safety of principal and maximum income becomes increas- 
ingly difficult. If investment policies are to be attuned to the current 
financial environment new investment areas must be explored. Common 
stocks are an important area for study and while there are many prob- 
lems connected with life insurance investment in common stocks, it is 
to be hoped that their fundamental qualifications as investments will 
receive full consideration. 
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DISCUSSION 


By Homer N. Cuapin, Second Vice President 
Massachusetts Mutual Life Insurance Company 


I AM AFRAID there is not very much I can criticize about Mr. Bodine’s 
talk for my thinking in regard to private placement is very similar to 
his. I do believe that life insurance companies are making a definite 
contribution to our economy in that, for the first time, they are making 
it relatively inexpensive for the smaller, growing corporations in the 
country to arrange for necessary financing. 

While in many ways this type of financing is highly desirable, it does 
have certain disadvantages and I think no study of the subject would 
be complete without some discussion as to these failings on the part of 
the borrower or client, the insurance company and the economy in 
general. 

So far as the borrowing company is concerned, the drawbacks are not 
many or severe. When its securities are placed privately a company does 
lack the feeling of familiarity of the company and its affairs which 
investors generally would have where the company’s securities were 
available for purchase and sale. In the type of industrial financing on 
which Mr. Bodine has elaborated as being highly satisfactory, almost 
invariably periodic debt retirement is called for. If a company’s securities 
are available for purchase and sale in the open market a company may 
find it possible to purchase securities at a discount in times of falling 
markets. In this way it can retire its securities at advantageous price 
levels, 

If the company’s bonds are all held by life insurance companies, it is 
reasonable to assume that the insurance company will not sell its securi- 
ties back to the borrower at a discount. As a matter of fact, we had an 
instance of this very recently. One company with whom we have had a 
private placement for some years announced they were going to call our 
bonds and finance publicly because that company was told by its bankers 
that the time might well come when it could do as it had in the past, 
namely, buy in securities to meet sinking fund requirements at a sub- 
stantial discount from par. 

From the standpoint of the life insurance companies, there are also 
certain drawbacks. Life insurance companies in general feel that with 
their facilities for investigating earnings and the like they can at times 
foresee possible trouble before such trouble is reflected in the market 
price of a company’s securities. If an issue of bonds is held privately 
and it appears that the obligor is deteriorating in quality, privately held 
bonds cannot be readily sold. If, for example, we were offered a block 
of bonds which we knew were held by the Penn Mutual in a private 
deal, we would immediately wonder what unfavorable factors there were 
about the company which the insurance compaay had discovered, and 
(55) 
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we would be very much on our guard on the basis that if the insurance 
company wanted to sell the bonds, there must be something wrong which 
did not appear on the surface. How important this is I do not know but 
we have in the past frequently disposed of blocks of bonds of companies 
whose future appeared to be getting less attractive and that, of course, 
is one of the functions of proper investment management. 

From the standpoint of the economy as a whole, there are some 
drawbacks, particularly as regards issues of the larger corporations. 
I firmly believe that life insurance companies are performing a very real 
service to the small and medium-sized companies. Unfortunately, financ- 
ing costs for the smaller companies are high in relation to the amount 
of money borrowed and private placement cuts such costs very sub- 
stantially. In the case of a large company, however, such financing costs 
are not exorbitant in relation to the amount of money involved. When a 
large company places an issue of bonds privately with a single life 
insurance company or a small group of life insurance companies, it does 
deprive the smaller investor of ever obtaining an interest in the debt of 
that company. If this type of financing on the part of large corporations 
is continued long enough, it could result in an even greater intensifying 
of the problem of the small financial institution. In addtion to this, the 
placing of a large issue privately deprives the country-wide network of 
investment bankers and dealers of commissions. There is a definite need 
for the investment banker and his corps of salesmen in our economy. 
He performs a valuable function in the distribution of securities to the 
thousands of institutions and trust funds as well as individuals through- 
out the country. It is to be hoped that the use of the private placement 
in financing by our large corporations does not reach a point which 
would tend to hurt the present system of security distribution. 

In general I do agree with Mr. Bodine that the advantages to the 
company of moderate size, the greatly lessened cost of financing and 
the ability to “tailor” an issue to best meet the needs of the client 
outweigh what disadvantages do exist. 
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MEETING THE PROBLEMS OF INSURANCE 
AS INTERSTATE COMMERCE 


By WarREN SawyeEp, Esq. 
New York City 


Tas subject your Association has assigned me is “Meeting the Problems 
of Insurance as Interstate Commerce.” Your Association takes no posi- 
tion on any problems of insurance. Your purpose is to promote insurance 
education, to encourage research, and to provide an open forum for 
scientific discussion. As educators you seek facts. 

In the midst of a debate over plans of the many groups within the 
business to meet problems confronting them, a debate that cannot be 
considered wholly objective, this forum, this occasion, and the purposes 
of your Association all seem to require that we put aside partisan 
interests and arguments and explore problems and consider solutions 
objectively. 

If my discussion is to be of value to you we must first agree upon 
problems that require solution. To agree upon problems of insurance as 
interstate commerce we must first decide whose problems are to be con- 
sidered. Problems of the many interests in the insurance business differ. 
Problems of each group, and the relative importance of those problems 
to each group, vary in accordance with the effect of the new status of 
insurance upon the business practices and upon the aspirations of each 
group. 

As educators you should have no partisan interest. Your interest should 
be comparable to that of members of our state legislatures who soon will 
be required to determine what is fact, what the problems really are, and 
how best those problems may be met with the interests of the public 
adequately protected. I am going to ask each of you to put aside com- 
pletely such interest as you may have in any branch of, or group in, the 
insurance business and, for the next few minutes, place yourself in the 
position of a senator or a representative in the legislature of your state. 
As such your major interest will be protection of the public you represent. 

As an average member of your state legislature you will have taken 
little interest in problems of the insurance business. You will be ap- 
proaching a complicated situation with little time to winnow the wheat 
from the chaff, to distinguish between facts and self-interest. The sound- 
est procedure you can adopt under those circumstances is to examine the 
known facts and determine what is required to protect the public. Only 
then should you consider how far legitimate desires of the business can 
be met without undue injury to the public. First let us examine the facts. 

For nearly sixty years the economic philosophy of our country, guar- 
anteed by federal law, has been free enterprise and competition. Interstate 
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commerce has been protected against monopoly and boycott, and intimi- 
dation and coercion by price-fixing combinations have been illegal. Fair 
competition has been our economic policy. 

In 1890 it became apparent to Congress that abuses within our free 
enterprise system had reached proportions endangering free enterprise 
itself. Acting under authority conferred upon it by the Commerce Clause 
of the federal Constitution to regulate commerce among the several 
states, Congress enacted the Sherman Act.’ 

That Act made illegal all contracts, combinations, or conspiracies in 
restraint of trade among the states and all monopolies and attempts or 
conspiracies to monopolize such trade. The purpose was to protect the 
public against manipulation in prices in interstate commerce. Agree- 
ments to fix prices and to maintain prices interfered with the free flow of 
commerce and were, therefore, illegal as were also all efforts to maintain 
prices or to create a monopoly through coercion, intimidation, or boycott. 
Fifty years after its enactment the late Chief Justice Stone said of the 
Sherman Act: 


“It was enacted in the era of ‘trusts’ and of ‘combinations’ 
of business and of capital organized and directed to control of 
the market by suppression of competition in the marketing of 
goods and services, the monopolistic tendency of which had 
become a matter of public concern. The end sought was the 
prevention of restraints to free competition in business and 
commercial transactions which tended to restrict production, 
raise prices or otherwise control the market to the detriment 
of purchasers or consumers of goods and services, all of which 
had come to be regarded as a special form of public injury.”* 


In 1914 Congress implemented the Sherman Act by enacting the 
Clayton Act* and the Federal Trade Commission Act.‘ The Clayton Act 
contains drastic prohibitions relating to acquisition by one corporation 
of stock of another, and to the existence of interlocking directors and 
officers, where the effect “may be substantially to lessen” competition in 
interstate commerce. The Federal Trade Commission Act created a com- 
mission with power to deal with unfair methods of competition and 
unfair or deceptive practices in interstate commerce. 

In 1936 Congress enacted the Robinson-Patman Antidiscrimination 
Act® forbidding certain acts of discrimination in interstate commerce. 
This was the last of the so-called federal antitrust laws and, like the 
Clayton Act and the Federal Trade Commission Act, was intended to 
stop practices that, if continued, would necessitate prosecution under the 
Sherman Act. 


126 Stat. 209, as amended ae: 
3 Apex Hosiery Co. v. Leader, 310 U. 8. 469, 492. 
338 Stat. 730 (1914). 
438 Stat. 717, as amended (1914). 
549 Stat. 1526 (1936). 
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Since 1890 nearly all businesses in our country have conducted opera- 
tions in a manner to comply with these laws. The place of insurance in 
the free economy guaranteed by the federal antitrust laws has been 
unique. 

The federal laws I have mentioned apply to business among the several 
states—interstate commerce. They were so limited because of limited 
power of Congress. In setting up our federal government the people 
delegated to Congress power to regulate commerce among the states. 
While that delegation carried with it implied power to regulate all 
matters that affect interstate commerce, general power to regulate intra- 
state commerce was reserved to the states. 

In 1869, before enactment of the federal antitrust acts, the Supreme 
Court of the United States, in the case of Paul v. Virginia,® held that 
insurance was not commerce. Because insurance was not commerce it 
could not be interstate commerce and was not, therefore, within the 
limited regulatory power of Congress. By a long series of decisions the 
Supreme Court maintained that position over a period of seventy-five 
years, during which each state built its own system of insurance regu- 
lation. 

In 1944, in the case of United States v. South-Eastern Underwriters 
Association et al.,' the Supreme Court reversed its position and held that 
insurance is commerce and, when crossing state lines, interstate com- 
merce. This case was a prosecution under the Sherman Act. Consequently 
the decision meant that insurance thereafter was subject to the applica- 
tion of the Sherman Act and, inferentially, to all other federal laws, 
including the Clayton Act, the Federal Trade Commission Act, and the 
Robinson-Patman Act. Of even greater importance, this decision meant 
that power to regulate insurance rests in Congress and not in the states 
as we had previously assumed. 

In 1945 Congress enacted Public Law 15. In this Act Congress, recog- 
nizing that sudden subjection of insurance to the federal antitrust laws 
required a period for readjustment, suspended the application of the four 
antitrust laws to insurance until January 1, 1948, except with respect to 
matters of boycott, coercion, and intimidation. Those Acts, with a pos- 
sible different application of the Robinson-Patman Act, again become 
applicable to insurance on January 1, 1948 to the extent that the business 
is not then regulated by state law. There are, of course, other important 
provisions of Public Law 15, but they are not essential to a brief resume 
of developments. 

Such are the facts upon which you as legislators would begin your 
study. It is only when you try to interpret those facts to determine what 
is required of your state in order best to serve public interest, that you 
encounter difficulty. I suggest that because the source of our problems 
is the South-Eastern Underwriters Association case you begin with a 
factual analysis of that case. 

68 Wall. 168 (1869). 
1322 U. 8. (1944). 
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I know of no more enlightening information than an article by Frank 
H. Elmore, Jr., formerly Special Assistant to the Attorney General of 
the United States, based upon his personal experiences in the preparation 
and trial of the case against the South-Eastern Underwriters Associa- 
tion. The article is entitled “How Insurance Became Commerce” and 
appeared in the July issue of the Journal of American Insurance, pub- 
lished by the American Mutual Alliance. 

In the article Mr. Elmore states that the principal complainant against 
the fire insurance companies was the Attorney General of Missouri who 
was then engaged in the prosecution of stock fire insurance companies 
for violation of Missouri’s antitrust laws. This prosecution, he points out, 
was a direct outgrowth of the “Missouri Insurance Scandal.” * 

“The complaints received by the Department,” Mr. Elmore says, “in- 
cluded charges that stock fire insurance companies, excepting a few 
independents, had, by concerted action, created a vast network of asso- 
ciations and bureaus through which premium rates were established and 
enforced. The intricate system was said to include over one thousand 
organizations and to embrace even local associations in virtually every 
city and town, which bound their members’ agents to observe the rates 
and regulations established by the company-owned bureaus. Surmounting 
this pyramid ws the Insurance Executives Association, exercising general 
supervision and control over the fire insurance business of the entire 
country, This body was organized in 1931 to unify and support the 
actions of the four major regional organi. ations of stock fire insurance 
companies. These are the Eastern Underwriters Association, the South- 

Eastern Underwriters Association, the Western Underwriters Association, 
and the Board of Fire Underwriters of the Pacific. 

“Charges were made to the Department that the rules of each of these 
organizations contained provisions requiring the members to maintain 
the rates fixed and approved by each subordinate rating bureau or 
organization. Complaints alleged that daily reports describing the rates 
and amounts of premiums were required to be executed by local agents 
and submitted to local audit bureaus established in each state under the 
jurisdiction of the regional associations. The purpose of this procedure 
was to provide a medium through which the several associations might 
police the observances of fixed premium rates. Deviations from those 
rates might subject both the company and its agents to penalties, includ- 
ing fines and expulsion in aggravated instances.” 

Mr. Elmore stated that chief among the factors that led to the choice 
of Atlanta as the arena in which to test the power of the federal govern- 
ment to deal with such practices in insurance was the fact that the 
South-Eastern Underwriters Association was said to be one of the most 
flagrant offenders in monopolistic practices of the four regional bodies. 

8 Mr. Elmore states: ‘‘ The history of this base and unprincipled cabal has been 


tersely related by J — Merill E. Otis, of the United States District Court for the 
Western District of i’’ in 39 Federal Supplement, at pages 190, 191. 
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The indictment of the South-Eastern Underwriters Association mem- 
bers® charged that their fire insurance rating organization controlled 
90% of the stock fire insurance business in the six states within its 
jurisdiction ; that it fixed premium rates and agents’ commissions ; that 
it employed boycotts and other types of coercion and intimidation to 
force non-member companies into compliance with its rules; that it 
compelled persons needing insurance to buy only from its members and 
on its terms; that it cut off the opportunities of non-member companies 
to reinsure their risks and disparaged their services and facilities; that 
independent producers who defiantly represented non-member companies 
were punished by withdrawal of their rights to represent member com- 
panies; and that persons needing insurance who purchased it from 
non-member companies were threatened with boycotts and withdrawal 
of all patronage. In short, the indictment was 4 catalogue of economic 
blackjacking equaling that any other business had produced. 

To what extent the government could have proved these allegations 
we shall never know because there was no trial on the facts. The rating 
organizations demurred to the indictment, asserting that because insur- 
ance was not commerce the Sherman Act was not applicable. After the 
Supreme Court held otherwise, the indictment was dismissed. 

What was the practical effect of the Supreme Court decision upon the 
insurance business? As interstate commerce insurance became imme- 
diately subject to the federal antitrust laws. Had Congress taken no 
subsequent action the insurance business would have had to comply with 
the Sherman Act, just as most other businesses have been required to do 
since 1890. The Sherman Act and the other federal antitrust laws are 
not regulatory laws. They are the very antithesis of regulation. They 
seek to preserve free, fair, and open competition in business, without 
which there can be no free enterprise system. The result of no Con- 
gressional action would have been federal guarantee of freedom and 
competition in the insurance business as in other businesses. 

In the South-Eastern Underwriters Association case nothing was 
involved except the activities of price-fixing combinations. There was 
no intimation that public interest was not adequately protected by state 
laws with respect to all phases of the business other than fixing and 
policing rates. 

Making rates by an individual carrier is not a violation of the Sherman 
Act. Pooling of experience by carriers to establish pure premiums or 
advisory rates is not a violation of the Sherman Act.’* No violation 
occurs until there is an agreement between carriers to fix and maintain 
rates. It follows that the sole effect of the Sherman Act upon insurance 
is to outlaw price-fixing combinations, just as they have been outlawed 
in other businesses for over half a century. Obviously there was nothing 
in the Supreme Court decision that required Congress or the states to 

* Mr. Elmore says in a footnote: ‘‘One hundred sixteen of these were among the 
one hundred forty-two companies which it was charged contributed several hundred 


thousand dollars to bribe the Superintendent of Insurance of Missouri and others.’’ 
1¢ Brief of the United States in South-Eastern Underwriters Association case. 
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take action. The business could continue subject to the antitrust laws, 
minus price-fixing combinations. In analyzing subsequent action by Con- 
gress and various proposals for state regulation of rates, it is important 
to keep that point in mind. 

While the South-Eastern Underwriters Association case was pending 
effort was made by the insurance organizations most seriously affected to 
persuade Congress to exempt insurance from the Sherman Act. Sounder 
thinking prevailed, and Congress enacted Public Law 15. 

The prevailing legal view is that Public Law 15 permits a state to 

te insurance in a manner that contravenes the economic philosophy 
of the federal antitrust laws. The background of the Act seems to 
support that view. Most lawyers agree that state regulation, provided it 
be actual regulation, meets the letter of Public Law 15 even though such 
state regulation would permit continuation of practices, other than 
boycott, coercion, and intimidation, that, because of their injurious effect 
upon public interest, had prompted prosecution by the federal govern- 
ment in the South-Eastern Underwriters Association case. 

Because Congress now has plenary power to regulate all interstate 
insurance and all insurance that affects interstate commerce, it can at 
will modify or repeal Public Law 15 and adopt such other regulation as 
it deems advisable. For that reason meeting the letter of Public Law 15 
is not sufficient. State regulation, if it is to be permanent, must meet the 
spirit of Public Law 15 as well as its letter. Congress must be kept 
convinced that regulation of insurance by the states is better for the 
public than federal regulation. Certainly no one is in a better position 
to tell us what Congress intended than Senator O’Mahoney because no 
one took a more active part in the preparation and enactment of Public 
Law 15. The Senator wrote that Congress had in effect said to the 
insurance business and to the states: “Preserve freedom, competition, 
and solvency in the insurance business and you can avoid Federal regu- 
lation.” 

Your duty as a legislator would require you to consider what your 
state should do not only with respect to the Sherman Act but also with 
respect to the Clayton Act, the Federal Trade Commission Act, and the 
Robinson-Patman Act. And eventually it would require you to review 
every regulatory statute of your state. Because state regulatory statutes 
were enacted under the assumption that state power to regulate insur- 
ance was plenary and supreme, those statutes must be revised where 
necessary to make certain that the limited power of states to regulate 
interstate commerce has not been exceeded. Review of state regulatory 
statutes for this purpose is, I believe you would conclude, a matter to 
be undertaken later by a commission created by your legislature. 

Is there a valid reason why the Clayton Act should not apply to 
insurance so far as it prohibits the pyramiding of economic power in 
one insurance organization, just as it applies to other businesses? None 
has been advanced so far as I know. I believe you, as a legislator, would 


11 Savings Bank Journal, August, 1946. 
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readily reach the conclusion that your state should enact no legislation 
to oust the application of the Clayton Act. 

Should the Federal Trade Commission Act apply to the business of 
insurance? There is divided opinion whether a state, under the provisions 
of Public Law 15, can effectively oust the application of that Act. 
Certainly there are activities of the Commission that cannot be affected 
by state legislation. Irrespective of the legal situation, is there valid 
argument for attempting to oust the application to insurance of a federal 
act, applicable to other businesses, designed to curb unfair practices? 
I have heard no convinging reason advanced. If there are unfair practices 
in the insurance business, would you as a legislator want them to con- 
tinue? You can stop such practices by giving power to your state admin- 
istrator. If state regulation is to be preserved it seems essential that each 
state have statutory authority to stop unfair practices at the state level. 
You may find it necessary to strengthen the hand of your state adminis- 
trator. If you stop such practices at the state level, is it important 
whether the federal Act applies? I believe you would reach the conclusion 
that the most important objective is to prevent unfair practices. Whether 
or not your legislation for that purpose ousts the Federal Trade Com- 
mission Act would be of secondary importance. 

There is doubt about the effect of state legislation upon the Robinson- 
Patman Act. Although Congress suspended its application to insurance 
until January 1, 1948, it omitted mention of it in the statement that 
the other suspended acts would then become applicable to the extent 
that the insurance business was not then regulated by state law. This 
omission may mean that the Robinson-Patman Act will become applicable 
on January 1, 1948 irrespective of state regulation. Need this cause state 
legislators concern? There seems to be no valid reason for preventing 
the application of that Act to insurance so far as unfair discrimination 
is concerned. Certainly no legislator would wish to weaken laws enacted 
for that purpose. 

There is, however, one provision of the Robinson-Patman Act that 
requires consideration, a provision that conceivably might be construed 
as affecting payment of commissions to persons representing purchasers 
of insurance. Certainly the public is entitled to help from persons whose 
first allegiance is not to insurance companies. This provision was inserted 
in the Act to prevent “kick-backs” to purchasers of goods in the form of 
fictitious commissions. It is doubtful whether it would be construed, 
when the Act becomes applicable to insurance, as prohibiting payment 
of commissions to bona fide insurance brokers and broker-agents, but it 
is a point that should be clarified, either by state legislatures or, prefer- 
ably, by Congress. 

This brings us to consideration of the Sherman Act. It is the applica- 
tion of the Sherman Act to insurance and the necessity of regulation of 
rates by state law if price-fixing is to continue, that brings that Act 
into the midst of all arguments over state regulation. It is here that you, 
as legislators, must distinguish carefully selfishly inspired suggestions. 
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Starting with the conclusion previously reached that Public Law 15 
does not make state action imperative, it is obvious that if you believe 
no price-fixing agreements should be permitted,, your state legislature 
need take no rate-regulatory action. In that event price-fixing agree- 
ments would become a violation of the Sherman Act on January 1, 1948. 
If that were the conclusion of all state legislatures, no further discussion 
of rate regulation would be necessary. So far as I have been able to 
observe, there is no general feeling that price-fixing combinations should 
not be allowed to continue, provided combinations are so regulated as 
not to be able “to strengthen their own agreement by forcing third 
persons to help them do so.” * Price-fixing and )rice-maintenance must 
not be permitted to regiment companies and others not parties to the 
price-fixing agreement in such a manner as to interfere with freedom 
of action or competition in cost of insurance or in insurance coverage 
and service. 

Assuming that you, as representative law makers, conclude that con- 
trolled price-fixing should be permitted so long as public interest is not 
impaired, how could you control it by state law? Several suggestions 
have been made. 


1. One plan is to establish standards by state statute to 
govern all rate-making; to permit companies to make and use 
rates in compliance therewith ; to give the state administrator 
power to stop the use of rates found by him after hearing to 


contravene the established standards; to permit statistical or- 
ganizations to operate ; but to provide that all agreements to fix 
and maintain rates shall be approved by the state administrator. 

This plan and variations of it are being seriously considered 
in California, several of the western states, and in at least one 
mid-western state. This plan seems most nearly to follow 
logically the developments that have led to our problems. Be- 
cause it is only price-fixing agreements that violate the Sherman 
Act, drastic regulation is confined to price-fixing agreements. 
Price-fixing carriers argue that it is unfair to regulate their 
rates without regulating rates of non-price-fixing carriers. 

2. Another plan is that of the so-called “Insurance All- 
Industry Committee.” Rate-regulatory bills prepared by that 
committee provide for drastic regulation of all rates, both for 
price-fixing combinations and for companies not members of 
price-fixing combinations. The bills are based upon New York 
law, and require filing of all rates and review of all rates by 
the insurance department, and forbid the use of rates unless 
approved or impliedly approved because not disapproved. This 
plan, it is argued, is an unreasonable regimentation of com- 
panies not members of price-fixing groups; imposes greater 

12 Report of Joint Committee of the Senate and Assembly of the State of New 
York, 1911, known as the ‘‘ Merritt Report.’’ 
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regulation than is necessary even for price-fixing combinations ; 
places an unnecessary burden of cost upon the states ; and stifles 
competition, as has been the result in New York where freedom 
of action and competition in cost have been seriously impaired. 

3. A third plan is to recognize that conditions vary greatly 
among the states; that the legislature of each state should be 
permitted to determine the degree of control over rates neces- 
sary to provide public protection under conditions within its 
borders. This plan would require independent companies to 
accept some regulation not legally required and would require 
price-fixing combinations to accept less regulation than they 
would prefer. It contemplates compromise of views upon the 
least control over rates that would enable price-fixing combina- 
tions to continue. Because there are conflicting views with 
respect to what constitutes that minimum of regulation, each 
state legislature would determine how much regulation of rates 
is necessary to protect public interest within its borders. 


In a forum such as this it would not be proper for me to argue for 
or against these suggestions or variations of them, or to suggest what 
I believe to be best for both the public and the business. 

Before you drop your assumed status as state legislators there are 
two further points I would like to make: 

First, the legislature of your state will have before it several plans 
for rate regulation. It will be necessary and extremely important to 
scrutinize them carefully and to discover the sponsors of, and the motives 
behind, each proposal. There are different and conflicting philosophies 
in the insurance business. 

You should not be misled by the emphasis placed upon rate regulation. 
Price-fixing organizations have dominated the insurance business for 
many years. The importance those organizations attach to rate regula- 
tion, essential to legitimatize their continued operation, has all but 
submerged the facts. Public Law 15 makes no mention of rates. It speaks 
of regulation of the insurance business. Public protection requires reason- 
able insurance cost, fair treatment of customers, and solvency of insur- 
ance carriers. Regulation of rates is not the only way or even the best 
way to regulate insurance in the public interest. Let’s not forget that 
the business of banking has been successfully regulated in the public 
interest without regulation of interest rates. 

Upon careful analysis of the various proposals legislators may not be 
able to accept, without modification, any of the solutions suggested. As 
good legislators it will be your duty to find a plan that preserves, to the 
fullest extent possible, the best interests of the public of your state. 

You will find suggestions in legislation being sponsored by insurance 
departments and by local insurance interests in other states. I have 
already mentioned the California plan and the All-Industry Committee 
plan. A Pennsylvania All-Industry Committee has brought forth a 
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different plan. The insurance departments of Maine, New Hampshire, 
and Vermont are sponsoring plans they believe economically meet the 
problems of sparsely populated states. In Massachusetts five bills have 
been proposed. Rhode Island and Indiana have still other plans. In 
nearly all the other states in which rates are not now regulated local 
interests are developing bills to meet their own peculiar needs. With all 
of these suggestions for protecting public interest available for study 
surely you can find answers for the particular needs of the people you 


represent. 

Second, I can do no better than to call to your attention as statesmen, 
the advice recently given to his agents by John A. Diemand, President 
of the Insurance Company of North America Group." It is equally good 
advice for legislators. Mr. Diemand writes: 

“The particular questions I suggest you ask as you review 
the legal situation in your own State are these: 

“1. Do the laws as written and their administration indi- 
cate a general purpose of enabling the public to fill every 
reasonable insurance need which occurs to it? 

“2. Are the provisions and rules as to rate-making and rate- 
administration sufficiently liberal to encourage the development 
of new, broader, and simpler forms of coverage? 

“3. Are these provisions flexible enough to permit a proper 
degree of healthy competition, with an opportunity for reduc- 
tions in rates where justified ? 

“4, Are insurers given a broad enough scope of authorized 
activity in your State and abroad to enable them not only to 
supply domestic needs, but to protect insureds in their postwar 
struggle for world markets? 

“5, Are there sufficient restraints upon those individuals and 
groups who might, either through innocent inertia or sinister 
self-interest, attempt to throttle competition or stifle initiative 
in this free State? 

“As I have indicated, it does not seem to me proper to suggest 
the correct answers to these questions. To carry conviction, 
those answers should be reached as a result of your own experi- 
ence and analysis.” 

You may now revert to your status as teachers of insurance. In con- 
clusion I would like to speak to you in your capacity as such. 

Problems of insurance as interstate commerce will not be fully solved 
for many years. Satisfactory solution of the major problems, as well as 
of the thousands of details that in the aggregate comprise our greatest 
problem—efficient functioning of the business in the public interest— 
depends upon proper perspective. So long as individuals permit their 
interest in their own peculiar problems to magnify the importance of 
these problems in the business as a whole and fail to see all problems in 
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proper relationship to each other and to the business, just so long shall 
we progress slowly and falteringly and uncertainly. After more than two 
years’ work there is little evidence of abandonment of self-interest as 
the major factor in our deliberations. Under such conditions decisions 
must be compromises of conflicting views—often compromises between 
two views neither of which is the correct view. 

Whether or not the business knows it, it needs a comprehensive study 
of the problems of insurance as interstate commerce, conducted by capable 
and wholly impartial individuals not financed by insurance funds. The 
sole object should be to discover and report unbiased truth. While such 
a study and report would not be binding upon the insurance business, 
it would, I believe, possess such inherent merit as to influence insurance 
thinking for many years to come. 

There is only one organization qualified to undertake such a task. 


| 


PART li—Review of the Year 


Life Insurance 
By M. Atsert Linton, President 
Provident Mutual Life Insurance Company 


A REMARKABLE upsurge in new life insurance production was the 
outstanding characteristic of the year 1946. An all-time record produc- 
tion of all types of life insurance amounting to $23.5 billion exceeded 
by 28 per cent the previous high record in 1929. Rising prices indicated 
the need for greater life insurance protection and the larger national 
income provided the money to pay for the additional coverage. Further- 
more, the field forces of the companies were enlarged by many new 
recruits, including a substantial proportion of returning service men. 
The best estimates yet available of the results for the year 1946 are 
those released in December by the Life Insurance Association of America, 
based upon reports obtained from individual companies. The summary 
is shown in the accompanying table in which the amounts are expressed 
in millions: 
New Life Insurance Paid For Life Insurance in Force at Year-End 


Percentage 
1945 1946 Increase 


$16,800 55.6% $104,456 $116,000 
4,500 21.6 28,497 30,000 
2,200 53.0 22,770 28,000 


$15,933 $23,500 47.5% $155,723 $174,000 


Several interesting features characterize this table. Foremost, of course, 
is the advance in ordinary business. The new business production of 
$16.8 billion is an all-time high, exceeding by 30 per cent the former 
record production of 1929. The amount of ordinary in force increased 
$11.5 billion during the year, and now is more than 50 per cent above 
the amount in force at the end of 1929. 

Industrial insurance, which barely held its own in 1945, made a sub- 
stantial gain in 1946 both in new production and in amount in force. 
The reversal in group insurance performance was spectacular. The end 
of the war in 1945 brought about not only a substantial decline in new 
business, but a decline in outstanding insurance as well. In 1946, the 
losses of the previous year not only were made up, but the new group 
insurance exceeded by 29 per cent that for 1944, and the amount in 
force at the end of the year topped by $3.5 billion, or 15 per cent, the 
record amount for the end of 1944. The very large increase in 1946 in 
outstanding group insurance, which is much greater than the amount 
of new group insurance produced during the year, is explained by the 
large excess of insurance on new lives in old groups over the terminations 
of insurance resulting from terminations of employment. The insurance 
on new lives in old groups is not considered as new business. 
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Percentage 
Class ,; 1945 1946 Increase 
Ordinary ..... $10,794 11.1% 
Industrial .... 3,701 5.3 
Group ........ 1,438 23.0 
Total ...... 11.7% 
|| 
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A study of the figures underlying the production data shows that the 
average new ordinary policy in 1946 was $2,240, an increase of slightly 
more than 10 per cent over the 1945 figure. The average new industrial 
policy in 1946 was $310, an increase of about 5 per cent. 

Payments made or credited to policyholders and beneficiaries in 1946 
are estimated to have been $2.8 billion, of which 46 per cent represented 
death claim payments, and the remaining 54 per cent represented pay- 
ments to living policyholders, as matured endowments, annuities, dis- 
ability benefits, surrender values, and dividends. 


ASSETS AND INTEREST RaTES 


The assets of life insurance companies in the United States increased 
in 1946 by $3.2 billion, or 7 per cent, to an estimated total of $48 
billion. The distribution of assets by types of investments as of the 
beginning and end of the year are not available for the business as a 
whole. It is, however, available for 49 U. S. companies having over 90 
per cent of all insurance in force in this country. The figures are shown 
in the following table. Amounts are in millions: 

of Total 


P 
Beginning End of Year Beginning End of Year 
of Year (Estimated) of Year (Estimated) 


100.0% 100.0% 


The changes in the distribution during the year portrayed in this 
table are, generally speaking, so small as to require little comment. The 
increase in U. S. Government bonds which characterized the war years 
has, percentage-wise, been halted; but these securities comprise a very 
large proportion of the total, and will no doubt continue so to do for 
the indefinite future. The increase in the “other bonds” classification 
indicates the increasing interest of life insurance companies in industrial 
enterprises. 

During 1946 life insurance companies realized an over-all interest 
return of about 3 per cent on their invested assets, as compared with 
about 5 per cent in the early 1930’s. Interest rates on new investments 
continued on very low levels—averaging less than 3 per cent—although 
there were some indications that perhaps the bottom of the long decline 


Type of Asset 
U. 8. Government Bonds....... $18,951 $19,875 46.8% 46.0% 
— and Municipal Bonds. 570 440 14 1.0 
Government Bonds... 1,113 1,227 2.8 2.9 
Railroad Bonds .............-. 2,735 2,701 6.8 6.3 
Public Utility Bonds .......... 4,750 5,207 11.8 12.0 
Other Bonds ................. 1,794 3,142 4.4 7.2 
Policy Loans and Premium 
Real Estate eeeeeeeeeeeeeeeeee 729 625 1.8 15 
Preferred and Guaranteed 
582 715 14 17 
Common Stocks .............. 151 210 4 5 
Cash 615 575 1.5 1.3 
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may have been reached. However, because of the continued low rate on 
new investments, the downward tendency in the over-all return on 
invested assets has probably not yet been arrested. 

A decline of 2 per cent on $48 billion of assets represents nearly one 
billion dollars a year which otherwise could have been applied to reduce 
the cost of insurance to policyholders. The assumption in some govern- 
mental quarters that low interest rates are beneficial does not hold when 
the amount policyholders must pay for their life insurance is concerned. 

The post-war world is witnessing a change in the types of investment 
in which life insurance companies are being permitted to invest their 
funds. The most significant change has been to permit them to purchase 
real estate for investment purposes. This has been allowed for a number 
of years in several states where the real estate was to provide housing. 
More recently the laws have been broadened to permit companies to a 
limited extent to own and develop real estate to be rented to business 
organizations, as for example chain stores or merchandising companies. 
Not long ago one of the large life companies announced a plan for 
building a plant to be leased on a long term basis to a large industrial 
establishment. 

There seems to be little doubt that the pattern of investment of life 
insurance companies will change still further in the light of changing 
conditions. Whether common stocks will come into greater favor is a 

moot question. That they will come in for discussion in the changing 
investment picture is a reasonable probability. The new developments 
are, of course, of particular interest to policyholders since they hold out 
the prospect of a better return on investments, and hence of a lowering 
of the cost of their life insurance. 


Poticy Loan IntTEREsT RATE 


In connection with interest rates, a novel step was taken in 1946 by 
the Mutual Life Insurance Company of New York in adopting a scale 
of interest rates on policy loans which varied according to the amount 
of the loan. Specifically, the rate is 5 per cent on the first $750 borrowed, 
4 per cent on the second $750, and 3 per cent on all over $1,500. Loans 
by one borrower on different policies on his own life are consolidated in 
applying the rule. 

Many questions are raised by this plan. The first question obviously 
concerns its relationship to the anti-discrimination laws of the various 
states. Apparently that has been surmounted. That being the case, would 
the states permit the assessment of expenses on a policy basis in deter- 
mining dividend scales to the extent that the dividends per thousand 
on say $1,000 and $2,000 policies would be less than on larger policies? 
Equity would indicate the propriety of such a course, but it has generally 
been assumed that it would be disapproved on the basis of discrimination. 

Will the new plan increase or decrease the average interest rate of the 
Company? The non-borrowing policyholders, who may constitute 75 per 
cent or more of the total, are interested in the answer since a breaking 
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of contractual provisions which would increase the cost of their insurance 
would affect them directly. 

Is it wise in a period of surplus investment funds to encourage policy- 
holders to look upon their life insurance companies as lending institu- 
tions? The time may come when the demands for loans may increase 
materially. Many recall the hectic days of the early 1930’s when hun- 
dreds of millions were paid out in policy loans. Even at 6 per cent these 
were undesirable from the point of view of the non-borrowing policy- 
holders, since it prevented the Company from putting the money into 
permanent long-term investments at favorable rates. As the market 
situation eased, policy loans were paid off, but the favorable long-term 
investment opportunities had been lost. 

Although the company may make it clear that in lowering the policy 
loan interest rate below that provided by the policy contract, it reserves 
the right to raise the rate on proper notice at any time in the future, is 
there a chance that political influences and antagonism on the part of 
the borrowers may make a raising of the rate difficult? The debtor 
seems always to be extremely vocal on his own behalf and an object of 
particular concern to the politicians, and the prospect of a rise in interest 
rates might bring a flood of protests having the practical effect of 
blocking or postponing a justified increase. 

These and other questions have kept other companies from following 
the plan of the Mutual Life. Needless to say, its working out over the 


years will be closely studied by company executives. 
New Premium 


The year 1946 witnessed the change of more companies to the Com- 
missioners’ Standard Ordinary mortality table for the computation of 
their premiums and non-forfeiture values, accompanied by a change to 
a lower rate of interest than had been used before. This present year 
will witness a veritable deluge of announcements of similar changes by 
other companies as the legal deadline January 1, 1948 approaches. Some 
of the changes will take effect during the course of the year. The choice 
of interest rates will group themselves about 21%, 214, and 2 per cent. 
The formulae for determining non-forfeiture values will vary widely. 
Some companies will cling to the traditional method of determining 
such values by deducting a surrender charge from the reserve. More will 
probably use the recently developed so-called “adjusted premium” method 
which attempts more scientifically to determine the equitable non-for- 
feiture values to which withdrawing policyholders are entitled. Certain 
it is that when all the changes have been made, much greater diversity 
will exist than ever before. 

The changes will also reveal differences in philosophy regarding what 
is needed by way of safety margins. We would naturally expect that the 
lower the interest assumption, the larger the gross premium. However, 
this expectation is not being fulfilled in all cases. We apparently are 
going to find that the gross premium rates adopted by some companies, 
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based on a given rate of interest, will be lower than those of other 
companies which base their premiums on a higher rate of interest. In 
this confusing situation we must not lose sight of the fundamental 
principle that conservatism regarding the future is to be gauged by the 
relative size of the gross premium and not by the rate of interest assumed 
in the calculation. Thus, if the gross premium for a given policy based 
on a 24% per cent interest assumption should perchance be larger than 
another company’s premium based on 2 per cent, the 244 per cent 
premium would be the more conservative, the more so because the cash 
value liabilities of the 2 per cent contracts would tend to be greater. As a 
matter of fact, where this situation exists, so large a proportion of the 
2 per cent premiums must go into building up reserves that the margins 
remaining with which to meet unanticipated future contingencies will 
necessarily be relatively small. No doubt considerable conversation on 
this subject will develop in competition among agents in the field— 
whether or not to the edification of the prospective purchaser of insurance 
may however be questioned. 


Strate LEGISLATION 


In connection with the new premium rates and non-forfeiture values, 
mention should be made of the reasonable prospect that the states in 
which a change in the laws is required to permit the changes, will enact 
the necessary legislation in the early part of 1947. At the time last year’s 
review was prepared, fourteen states and the District of Columbia had 
yet to act. Since only a few state legislatures were in session in 1946 
the status has been but slightly altered. At present writing the fourteen 
have been reduced to thirteen. The list of those still to act includes 
such important states as New York, Kansas, Minnesota, Ohio, Texas, 
and Washington. Unless the new program is at least made permissive 
in the jurisdictions where legislation is required, there will be complica- 
tions in preparing new policy forms in a manner such that they will be 
approved both by the “Guertin” and the “non-Guertin” states. 

January 1, 1948 is another significant date for the insurance business, 
since by that time the individual states are supposed to have enacted 
legislation which would adequately accomplish what the Federal anti- 
trust and Federal Trade Commission acts accomplish in the Federal 
field. The year 1946 was one of strenuous activity involving conferences 
between state insurance departments and the representatives of the 
various branches of the insurance business. As a result there has been 
agreement on many of the statutes to be presented to the state legis- 
latures to provide for state regulation of a character to make Federal 
regulation unnecessary. 

In this connection tribute should be paid to the work in this field 
done by Dave E. Satterfield, whose untimely death in December of 1946 
took from us an exceedingly able and popular representative of the life 
insurance business. His appointment as Executive Director of the Life 
Insurance Association of America was reported in last year’s review. 
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He served faithfully and arduously on the All Industry Committee of 
the insurance business during 1946, and his loss will be keenly felt. 


Soorat Szcuriry 


Congress again “froze” the Old Age and Survivors Insurance tax 
rates at one per cent each on employers and employees. Otherwise, the 
rates would have increased to 214 per cent each at the beginning of this 
year. Except for this action there was not much legislative activity in 
the social security field, except amendments to the Railroad Retirement 
Act, which was of interest to the life insurance business. However, more 
interesting developments took place in the administration of the Social 
Security Act. 

First, as to the Railroad Retirement Act. In the closing days of the 
79th Congress, behind-the-scenes activities led to the passage of the 
so-called Crosser Bill which materially liberalized the retirement, un- 
employment, disability, and survivors benefits, and added sickness and 
maternity benefits. Included are benefits for sickness or accidents in no 
way caused by or related to railroad employment. The increased taxes 
to support the new benefits, increased the tax burdens on the railroads 
by some $90 million a year. Even then it is by not means assured that 
the new rates will be adequate to support the program. The general public 
will presumably pay the bill if a deficit occurs at some future date. 

This type of legislation is dangerous and unfortunate. It creates a 
special class of favored beneficiaries and tends toward unwise liberaliza- 
tion of the whole social security program. All employee groups should 
be covered by the regular Social Security Act and then if larger benefits 
are desired in the railroad industry for example, they should be worked 
out between the railroads and their employees and super-imposed on the 
standard social security benefits, as in the case of other industries. 

In the administrative field there occurred an interesting divergence 
of policies between the Treasury and the Social Security Departments 
of the Government. The Treasury has consistently held that insurance 
agents working on commission are independent contractors and hence 
has not levied Old Age and Survivors Insurance taxes on them or their 
principals. The Social Security Board, on the other hand, has recently 
been taking the position that as fer as benefits are concerned, many 
such agents are covered by the Act. Accordingly, the Board has approved 
several claims for benefits by retired agents or by the dependents of 
deceased agents, even though no taxes had been paid on their account. 

The Social Security Board went still further. It wrote letters to the 
insurance companies calling attention to its attitude toward commission 
agents and in effect invited agents to submit commission records and 
be certified as included within the coverage of Old Age and Survivors 
Insurance. Since January 1, 1947 was the date on which individuals 
could first become “fully insured” under the terms of the law if wage 
records were in hand for the past five years, the Board called attention 
to the urgency of the matter as an additional inducement to action. 
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The Social Security Committee of the National Association of Life 
Underwriters studied the question thoroughly and made an exceedingly 
helpful report in September 1946, which went fully into the pros and 
cons of the proposal that commission agents seek to be covered under 
O. A. S. I. This report was widely circulated among agents throughout 
the country. Although exact information is not available, the general 
impression is that relatively few agents sought to establish their “wage” 
records with the Social Security Board. 

The incident was an interesting example of one department of the 
Government attempting indirectly to put pressure on another depart- 
ment to cause it to change its attitude. Obviously, if a large number of | 
people were to receive 0. A. S. I. benefits without having paid any 
O. A. S. I. taxes, the Treasury Department would be under pressure to 
reverse its position and to start collecting taxes on commission agents 
to help pay the bill. 

The proper way to handle the situation i is to amend the Social Security 
Act to include the self-employed. Commission agents would then be 
covered, taxes collected, and benefits paid in a normal manner. This 
recommendation was made to the House. Ways and Means Committee 
on April 3, 1946 in connection with statements presented to the Com- 
mittee by the present writer on behalf of the Joint Committee on Social 
Security appointed by the American Life Convention and the Life 
Insurance Association of America, and by Chairman Judd C. Benson of 


the Social Security Committee of the Netionsl Associstion of Life 
Underwriters. 


Nationa Service INSURANCE - 


Congress took significant action in 1946 with reference to National 
Service Life Insurance. At its peak about $135 billion of this insurance 
was in force on a term basis. Since then some $100 billion has lapsed. 
In World War I similar term insurance reached a high mark of approxi- 
mately $40 billion in force. Conversion to a permanent plan was encour- 
aged as at present, but the maximum of the converted insurance out- 
standing at any time was $3 billion, or less than 8 per cent of the 
former $40 billion. The $64 question now is “What will the figure be 
this time?” 

In last year’s review reference was made to the limitations on the 
Government insurance which were leading men to drop their policies. 
In order to overcome this difficulty, the provisions of the policies were 
materially liberalized by Congress in 1946. There is now complete liberty 
of choice of beneficiary, including payment to one’s estate. The proceeds 
may be paid in a lump sum, in equal monthly instalments ranging from 
36 to 240 months, or in the form of a life income with a certain number 
of guaranteed payments in any event. To the original ordinary life, 
20-payment life and 30-payment life policies, 20 year endowments and 
endowments at age 60 or 65 were added. New disability benefits were 
added providing, at an extra premium, for the payment of benefits at 
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the end of six months at the rate of $5 a month for each $1,000 of 
insurance, payable for as long as the disability lasts. 

The Veterans Administration is making every effort to maintain the 
insurance in force, and life insurance representatives throughout the 
country are prepared to help veterans to understand the provisions and 
the intrinsic value of their policies. This is important, for unless a 
veteran has the services of a trained life insurance man in helping him 
to keep his insurance adjusted to changing family needs and changing 
tax laws, the insurance may in effect cost more than standard insurance 
which is kept up to date through the help of an interested agent. 


AVIATION UNDERWRITING 


In concluding this review, reference will be made to the continued 
trend in 1946 toward liberalized underwriting in connection with sched- 
uled air line travel. Despite the spectacular airplane accidents of recent 
months, the fatality rates have been showing a gratifying improvement. 
The figure for 1946 was some 40 per cent better than for 1945. And 
about 60 per cent better than for 1940. According to a survey published 
by the Institute of Life Insurance, 98 per cent of a group of repre- 
sentative life insurance companies will issue policies at standard rates 
to passengers on scheduled commercial air lines in the United States, 
compared with 87 per cent a year ago. The companies surveyed represent 
more than 80 per cent of the total life insurance business. 

Of these companies, the Institute stated 84 per cent have no limitations 
of any kind on scheduled United States air lines’ passengers, while 14 
per cent limit either the amount of travel (most frequently at about 
40,000 miles per year), or the size of the policy issued. None of the 
companies surveyed reject such applicants because of contemplated flying 
in scheduled air lines. These rules, of course, apply only to new policies 
issued and do not affect outstanding insurance. 

The underwriting attitude toward crew members is also being liberal- 
ized. The extra premium most frequently used in connection with pilots 
and crew members of United States commercial transports is $3.00 per 
$1,000 of insurance. Nearly 60 per cent of the companies place no 
limitation on size of policies. Only 3 per cent decline such applicants 
outright. 

These changes indicate the manner in which life insurance is keeping 
abreast of changing conditions. 

The year 1946 was an excellent year for life insurance and the pros- 
pects for 1947 are also bright, assuming that Congress will live up to 
its responsibilities by enacting appropriate legislation, particularly in 
the fields of labor and fiscal policy. 


PROPERTY AND CASUALTY INSURANCE 


James C. O’Connor 
Editor and Manager, The Fire, Casualty and Surety Bulletins, and 
Associate Editor, The National Underwriter 


‘on BIG PROBLEM of property and casualty insurance—or, for that 
matter of all insurance—during 1946 was, to quote Levering Cartwright, 
managing editor of The National Underwriter, “What to do about IT.” 
Many insurance men found it difficult to define “IT” in a few words, 
but all knew what was meant: the problems, particularly legislative, 
arising out of the South-Eastern Underwriters Association decision and 
the McCarran-Ferguson Law (Public Law 15). To judge from the 
specific results, 1946 was not a year of great progress along this or any 
other line, but it was a year of probably necessary groping and arguing, 
out of which will eventually evolve a new concept of insurance super- 
vision. It ended with no decision and no unanimity on this subject and 
with every prospect of continued lack of uniformity in rating laws, a 
prospect enhanced by the early months of 1947. 

Other important developments in 1946 were two important decisions 
of the Supreme Court of the United States which went a long way 
toward upholding state supervision and taxation of insurance; and an 
increasingly bad underwriting experience. It was one of the few years 
in the history of the business in which the fortunes of insurance com- 
panies and their agents were almost exactly the opposite. The producing 
forces prospered while a combination of factors pinched many companies. 


Important Court DEcISsIONS 


The two Supreme Court decisions did not touch on the major issue 
of 1946—rating laws—but they did solve 3 major points of discussion: 
constitutionality of the McCarran-Ferguson Law, discriminatory state 
taxes and to a great extent state regulation of companies and agents. 
The answer on each point was favorable to the states. 

One of the first conclusions commonly reached after the S. E. U. A. 
case was that discriminatory taxes—those which impose a higher rate 
of taxation on companies incorporated outside a state than on domestic 
companies, or which exempt domestic companies entirely from pre- 
mium and other taxes—would be outlawed. The first paragraph of the 
McCarran-Ferguson Law, which states that the continued regulation and 
taxation of insurance by the several states is in the public interest ; and 
the first provision, that the business of insurance shall be subject to 
state laws regulating and taxing it, gave hope that they would be sus- 
tained but no one was sure of this. Spurred by the fear that they would 
lose their entire substantial revenue from insurance taxation, should 
their taxes be declared void, a number of states amended their laws 
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during 1946 to repeal the discriminatory provisions, while others failed 
to do so only because of strong political pressure from powerful locat 
companies. Test cases were started in a number of states, the legal 
maneuver usually consisting of payment of the tax and a suit against 
the insurance commissioner to recover it, or an injunction action to 
restrain the proper state official from collecting it. In the majority of 
cases, state courts upheld these taxes and eventually one case, Prudential 
v. Benjamin, South Carolina commissioner, reached the U. S. Supreme 
Court. 


TAXATION AND CONSTITUTIONALITY UPHELD 


On June 3, 1946, two days less than two years after the 8. E. U. A. 
decision, the Prudential case and the other important insurance case 
were decided by the Supreme Court. The Prudential decision, by Justice 
Rutledge, was unanimous. Only 7 justices took part; Justice Jackson 
was in Germany at the Nuremberg trials and the decisions were reached 
in the interregnum between the death of Chief Justice Stone and the 
appointment of Chief Justice Vinson. The opinion in the Prudential 
case was rather lengthy but the last paragraph says briefly and bluntly 
that the discriminatory tax is valid because the McCarran-Ferguson Law 
provides that insurance shall be subject to state laws taxing it and no 
federal law shall supersede a state law regulating or taxing insurance 
unless it says so specifically. Very likely the faces of legislators of states 
which repealed their discriminatory premium taxes were decidedly red 
after local companies learned of the decision. 

Equally important in the Prudential decision was the holding that 
the McCarran-Ferguson Law is constitutional. Not many insurance men 
realized, until Justice Rutledge pointed it out, that never before had 

legislated that a particular business should be subject to state 
laws, that the continued regulation and taxation of that business by the 
states is in the public interest and that no federal law, unless it spe- 
cifically provides otherwise, should invalidate or impair the state law 
touching that business. The constitutionality of the whole law was 
attacked as an invalid delegation of the legislative power of 
In holding that the law was constitutional, Justice Rutledge said in 
what may be a significant footnote: “The McCarran Act is, in effect, a 
determination by Congress that the business of insurance, though done 
in interstate commerce, is not of such a character as to require uniformity 
of treatment.” 

It will not surprise observers that should a similar law some day be 
applied to another business, Prudential v. Benjamin will be cited as 
authority for its constitutionality. 

The great bulk of Justice Rutledge’s opinion did not directly discuss 
the two important questions involved, those of constitutionality and 
discriminatory taxes, but was a lengthy philosophical comment on the 
commerce clause of the federal constitution and the balance between 
state and federal regulatory powers. Technically, it was not necessary to 
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the decision, but since 5 other judges concurred in it, it may well lay 
the groundwork for very liberal treatment of state supervision of insur- 
ance. (The opinion stated that Justice Black concurred “in result” 
without giving a specific opinion.) 

So sweeping was the Prudential opinion that many insurance execu- 
tives, much as they dreaded federal supervision, wondered whether it 
put any brake on state taxing powers. Justice Rutledge hinted that there 
might be a limit, without attempting to define it, with these words: 
“Here both Congress and South Carolina have acted, and in complete 
coordination, to sustain the tax. It is, therefore, reinforced by the exer- 
cise of all of the power of government residing in our scheme. Clear and 
gross must be the evil which would nullify such an assertion.” 


State UPHELD 


Even more encouraging to state supervision of insurance was the 
Supreme Court’s decision in Robertson v. California, also by Justice 
Rutledge, read immediately after the Prudential opinion. It was all the 
more significant to students of the insurance legal situation because it 
was concerned with the so-called “vacuum” between the S. E. U. A. 
decision and the passage of the McCarran-Ferguson Law. 

As pointed out in the writer’s two previous reviews, and in many other 
places, both Justice Black in the majority 8S. E. U. A. decision and 
Attorney-General Biddle in his argument before the Supreme Court in 
that case maintained that it would not upset state supervision of insur- 
ance. The late Chief Justice Stone—and most insurance men—felt 
decidedly to the contrary. The Robertson case seems to indicate that, 
even without the McCarran-Ferguson Law, the present Supreme Court 
agrees with Justice Black. 

First National Benefit Society, an Arizona company writing accident 
and health insurance, was not admitted in California, and under the 
present California laws could not obtain a license in that state. It 
advertised by radio and direct mail. Robertson, a Californian who was 
not licensed as an insurance agent, sold a policy to a California resident 
who had answered a mail advertisement. He was indicted for violation 
of the insurance laws of California and appealed his conviction, mainly 
on the ground that, since the solicitation took place in August 1944, the 
California insurance regulatory laws were void as an undue burden on 
interstate commerce. The Robertson case was not publicized in its early 
stages and many insurance leaders were startled when the Supreme 
Court agreed to hear it. The result however relieved their fears. 

Justice Rutledge, with 5 justices concurring, upheld the California 
regulatory laws right down the line, holding that the S. E. U. A. case 
does not impair or invalidate state supervision of insurance and that the 
California regulatory laws are a valid exercise of the police power of 
the state. Justice Douglas, the only dissenter, took the position that this 
holding would be entirely justified under the McCarran-Ferguson Law, 
but not without it. 
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Questions UNANSWERED 

The two decisions also emphasize the power of the federal Congress 
over insurance. The language in both cases repeatedly emphasizes both 
the positive statements in the McCarran-Ferguson Law and the failure 
of Congress, up to the present, to pass any other legislation about taxa- 
tion or regulation of insurance. There seems no reason to doubt—at 
least as long as the present personnel of the Supreme Court is active— 
that Congress can cut down the taxing or regulating power of the states 
almost at will and impose almost any sort of federal taxation or regula- 
tion on insurance it might desire. 

While the two decisions go a long way toward clearing up many 
doubtful situations, there are of course almost countless legal questions 
in the “S. E. U. A. era” which can be answered only in the future. The 
decisions indicate that in all probability state countersignature laws and 
laws excluding certain types of carriers, such as the Massachusetts pro- 
hibition of reciprocals, are enforceable, but they throw no light on 
matters such as retaliatory laws and the exercise of “extraterritorial” 
jurisdiction, such as New York’s Appleton rule, which refuses any com- 
pany permission to operate in New York if it does anything in another 
state which it may not do in New York. (The New York department 
has modified this rule to some extent and at present is showing no 
disposition to test it in court.) 

Also, these cases by their very nature could not and did not throw 
any light on what type of rate regulation is required and just what 
company and agency organizations can do. Late in the year a lower 
court decision, apparently not appealed at the time of writing, upheld 
the membership rules of the Minneapolis Agents Association. Early in 
1947 the Missouri Supreme Court, in the final action on the much 
publicized rate case in that state, went a long way toward upholding 
many actions of fire insurance company organizations. Enthusiasm over 
this case however may have been exaggerated, as all the acts under 
question were done under a strict state rating law. 


Desate Over Ratine Laws 


The bulk of the discussion over “What to do about IT” was concerned 
with proposals for state fire and casualty rating laws. The unity with 
which the insurance business began its work on the All-Industry com- 
mittee, in cooperation with the National Association of Insurance Com- 
missioners, was thoroughly dissipated in 1946. The first weeks of 1947 
confirmed the belief of many that there would be no uniformity in the 
actions of state legislatures and that a number of states would not pass 
any rate legislation, taking their chances on court decisions as to the 
effect of the federal anti-trust laws in 1948, and later. 

«phe big argument over rate laws in 1945 was “prior approve x 

‘subsequent disapproval.” In 1946 it turned into “regulation” v. “mini- 
mum regulation,” with countless charges that parties on opposite sides 
of the fence did not know what they were talking about. 
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The All-Industry committee and the commissioners eventually com- 
promised their differences and agreed on fire and casualty rating bills 
similar in principle. The compromise following the prior approval- 
subsequent disapproval controversy, described by the writer last year, 
brought into the recommended laws a provision that rates should be 
filed subject to subsequent disapproval of the insurance commissioner, 
but with a 10-day waiting period, during which rates could not go into 
effect. The commissioner was also given the right to delay the effective 
date and call for additional time if he needed it to study the files. 

In general, the recommended bills provided that all insurance rates, 
forms, rules, ete., must be approved by the insurance department. Rating 
bureaus under these bills must be licensed by the insurance department, 
and membership, or at least use of their services, must be open to all 
carriers which wish to join. Conversely, a carrier subscribing to a rating 
bureau must adhere to its rates and rules, unless it obtains permission 
from the state to deviate. A carrier may file its own rates and forms or 
may join a rating bureau which will act for it and the other members. 
Rates must be supported by justifying data, deviations are permitted 
only after following a prescribed procedure and obtaining approval and 
the insurance commissioner, charged with the duty of seeing that rates 
are reasonable, adequate, and not unfairly discriminatory, may examine 
them at any time and order correction of any improper practices. His 


orders are subject to appeal and hearing, and further subject to court 


ARGUMENTS PRO AND Con 

As before, the life insurance companies declined to take a prominent 
role in the debates on these bills, and the fire and casualty business was 
sharply divided. In general the stock fire companies, the mutual fire 
and casualty companies and the National Association of Mutual Insur- 
ance Agents backed the proposals. The National Association of Casualty 
and Surety Agents and the National Association of Insurance Brokers 
withdrew from the All-Industry committee and embarked on a strong 
campaign against the bills. Stock casualty companies were sharply di- 
vided, with executives of many large non-bureau casualty writers coming 
out strongly on the opposition side. The National Association of Insur- 
ance Agents made no attempt to commit its component state associations 
and their attitude was different in almost every state. The National 
Association of Independent Insurers officially endorsed the bills but 
there was considerable division among the individual member companies. 

Arguments for the bills can be stated briefly: that they are necessary 
to satisfy the provision of the McCarran-Ferguson Law that the Sherman 
and Clayton Anti-Trust Laws shall apply after January, 1948 to insur- 
ance to the extent that it is not regulated by state law; that they provide 
reasonable regulation in the public interest, strike at unfair practices, 
permit healthy competition through their provisions for deviation; and 
at the same time protect insurance companies against insolvency resulting 
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from rate wars and the public against overcharges. Most opponents of 
the bills argued that they impose far more regulation than is necessary 
to meet the federal law requirements and would stifle enterprise in the 
business. Stock company opponents also maintained that the bills would 
freeze rates and thus give participating carriers, who would pay dividends 
on the same rates that non-participating companies would be forced to 
charge, a tremendous competitive advantage. 

Two of the outstanding opponents of the proposed bills were featured 
speakers at successive meetings of the American Association of Uni- 
versity Teachers of Insurance: Edward C. Stone, U. S. Manager of 
Employers Liability (in 1946), and E. W. Sawyer, counsel of the 
National Association of Insurance Brokers and the National Association 
of Casualty and Surety Agents (early this year). Judge Sawyer’s state- 
ment of his case is printed elsewhere in this number of the JouRNAL. 

Few insurance men showed any desire to operate with the federal 
anti-trust laws unabated—which would certainly outlaw many of the 
usual activities of rating bureaus—or under federal regulation of insur- 
ance. Most opponents of the bills agreed that some form of state legisla- 
tion is necessary to avoid this but counter-proposals were many and far 
apart—ranging all the way from establishment of maximum rates with 
freedom to charge less, through minimum rates, with freedom to charge 
more, to a simple requirement that it is the duty of the insurance super- 
vising officials to make certain that rates are reasonable, adequate, and 
not unfairly discriminatory. 

An example of the bitter feeling engendered by this debate occurred 
in Indiana early in 1947. A casualty rating law (which eventually 
passed) providing for a ceiling on rates but with freedom to charge 
below the ceiling was introduced and sponsored by some insurance 
interests. Rival groups took to the radio and general newspapers with 
advertisements denouncing it as a “black market” bill. 

Unprejudiced observers agree that no one knows precisely what type 
of state regulation is needed to take insurance rating procedures out of 
the anti-trust laws and it will probably take years of court decisions to 
settle this matter. Since it is now certain that there will be a wide range 
of state legislation in force in 1948 historic litigation will undoubtedly 
begin during that year. There is no doubt that the peculiar situation of 
the insurance business creates some interesting legal questions. It is just 
as much in the public interest to keep companies solvent by preventing 
inadequate rates as to protect the public from overcharges. 


UNDERWRITING EXPERIENCE 


1946 was a difficult year for both fire and casualty companies. A com- 
bination of 3 factors, unfavorable underwriting experience, decrease in 
the market value of securities, and increase in unearned premium re- 
serves, brought about reductions in surplus in most 1946 statements. 
Only one carrier however appeared to be in any danger and early in 
1947 this difficulty had apparently been worked out. 
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Most carriers, fire and casualty, reported new highs in premiums but 
the difficulty of digesting this business and setting up proper reserves 
made it far less welcome than would have seemed possible a few years 
ago. Particularly in the fire insurance business the inflation of property 
values made the amount of increase greater each month, thus pyramiding 
unearned premium reserves to their greatest point at the end of the 
year. This of course will be worked out as new business levels off, but 
it caused a temporary difficult situation and made for an exceptionally 
brisk reinsurance market during the closing months of 1946. 

The worst experience was on automobile insurance, both fire and 
casualty. Automobile accidents zoomed once gasoline rationing was re- 
moved and the combination of old cars in dangerous condition, inflated 
value of automobiles, high cost of repairs and inflated personal injury 
settlements, due to increased earning power and higher medical and 
hospital costs, caused almost every company to lose money in this line. 
Rate increases were made in 1946 and were repeated early in 1947. 
Many Observers believe that the corner has been turned, that the new 
tate level will prove to be adequate and the increase in new automobiles 
will take care of some of the inflated values. However there is such an 
inevitable lag in the third party liability insurance business between 
actual conditions and their effect on experience that it will probably be 
at least late 1947, if not later, before the soundness of this view can be 
known. 

Fire insurance also took a turn for the worse, although the aggregate 
experience was not as bad as on automobile and not as bad as many had 
anticipated. The most spectacular development in 1946 was a series of 
disastrous hotel fires. The three most publicized, because of their heavy 
loss of life, were the La Salle at Chicago, Canfield at Dubuque, and 
Winecoff at Atlanta, but there were many others in all parts of the 
country. However, the real reason for unfavorable fire underwriting 
experience was not the publicized disasters but a combination of generally 
inflated values and cost of repairs, plus the rundown condition of many 


properties. 

The burglary insurance rate increases of 1946 apparently were ade- 
quate, although experience was not entirely satisfactory. Employment 
still seems at a high enough level to keep workmen’s compensation 
insurance from becoming a major problem, although experience was not 
outstandingly favorable and could turn for the worse very quickly. 

OTHER DEVELOPMENTS 

Additional automobile financial responsibility laws were passed in 
1946 and several others early in 1947. The Saskatchewan automobile 
accident law, which provides for payment of compensation to all auto- 
mobile accident victims in the province, regardless of liability, with 
every motorist required to insure in a monopolistic government fund, 
naturally attracted much attention and it is quite likely that similar 
proposals will be offered in American legislatures. Such plans would of 
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course revolutionize automobile insurance, practically repealing the estab- 
lished law of liability and putting it on the same basis as workmen’s 
compensation. There was also interest in the Manitoba judgment guar- 
antee law, which sets up a provincial fund to pay uncollectible judgments 


against motorists involved in accidents. North Dakota adopted a similar 
law early in 1947. 

In preparation for a general adoption of rate control laws, with rating . 
bureaus becoming semi-public bodies, the Board of Fire Underwriters 
of the Pacific turned its rating functions over to the newly created 
Pacific Fire Rating Bureau. Insurance men generally recognize that a 
rating bureau, supervised by state authorities and required to sell its 
service to any company which applies, cannot also function as a trade 
association. Similar developments have taken place recently in Chicago, 
Boston and Baltimore, while the South-Eastern Underwriters Association, - 
the defendant in the famous case, no longer publishes rates, having 
turned this over to a state rating bureau in each state in which it 


operates. 


SOCIAL INSURANCE 


By W. Roton President 
The Wyatt Company 


I 
A Decape or Otp AcE 


Oy necmmen 21, 1946 a decade of operation of the federal program 
of Old Age and Survivors Insurance was completed. This program was 
initially designated as Old Age Benefits. The survivors portion was 
added in 1939. The emphasis throughout the 10 years has been on old 
age rather than young survivors’ benefits. OASI is the only fully federal 
social insurance program. State operation, with federal subsidy, has 
marked the public assistance programs for needy old age, dependent 
children and the needy blind. There is a state system of unemployment 
compensation operating on relatively uniform standards under federal 
direction. The new, still experimental cash benefit programs in Rhode 
Island and California seem to have set a precedent for state, rather than 
federal, direction of health insurance. 

There has been a marked change in the political and economic situation 
of the country during this decade. When the first social insurance taxes 
were collected in 1937 we had not yet escaped from the psychological 
impact of a major depression. There was still a great deal of unemploy- 
ment with only a small proportion of that unemployment being com- 
pensated under the new unemployment insurance program. Wage receipts 
of the citizens had considerably increased since the bottom of the depres- 
sion but neither wage rates nor employment had yet felt the effect of 
World War II. Social security was not legislation for the citizen so 
much as it was legislation for and in behalf of “labor.” Because of the 
limited scope of OASI the lion’s share of social security benefits was to 
come from relief funds and, as a result of the depression, emergency 
relief was a federal responsibility. By the end of 1946 we had gone 
through a period of full employment. The tremendous output of the 
war years placed a great deal of money in the hands of the American 
people, which combined with a general shortage of goods, is expected 
to continue relatively full employment during a catching-up period of 
several years. No longer is there a shortage of things to do or make. 
We are completely recovered from the made-work attitude of the depres- 
sion. We have not only our own needs to consider but those of all the 
test of the world. 

Social insurance should, in this decade, have moved away from what 
was fundamentally a relief concept to one of straight-forward social 
budgeting for the people as a whole. The class legislation of 1935 and 
1989 has become outmoded. A greater maturity of planning is needed 
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here. The superficiality which accompanies deadlines should be followed 
by over-all adequacy and competence of review. Due to some extent to 
the contrast between our situation and that of the labor governments of 
Europe, the United States, in its re-emphasis on individual and group 
responsibility, is moving to the right and is recapturing some of those 
factors of personal responsibility which are so important a part of our 
national heritage. 

The lag in developing social security may be indicated by illustra- 
tion. Considering old age alone, there were at the end of 1946 about 
10,500,000 persons aged 65 and over of whom some 7,000,000 seem to 
have been retired workmen or the non-working wives of such retired 
persons. The non-working wives of workers are assumed to belong to 
the 3,500,000 representing the working group. After 10 years of opera- 
tion and 7 years of benefit payment only 15 per cent of the 7,000,000 
retired persons are currently in receipt of insurance benefits for a total 
of $24,000,000 a month or at the rate of about $300,000,000 a year. This 
is requiring about 1% per cent of the taxed payroll of $65,000,000,000 or 
14 per cent of the total U. 8. wage and salary roll of $110,000,000,000. 
The average per capita monthly income from the insurance plan is about 
$22.50 or about 10 per cent of the average yearly earnings of the labor 
force. At the same time 2,200,000 persons age 65 and over are receiving 
$77,500,000 a month in old age assistance, a per capita monthly average 
of $35. This is handled under state direction with federal subsidy 
through the use of a wide variety of needs tests. Thus two-thirds of the 
old age benefit recipients are receiving as relief over three-fourths of 
the benefits, with the relief group averaging 50 per cent more average 
income than the insurance group. 

More important to the future of the country is consideration of 
orphan children and their widowed mothers. Benefit payments under 
the Social Security Act began in 1940. There can hardly be more than 
a total of 4,000,000 semi-orphaned children and their widowed mothers. 
About 600,000 of these 4,000,000 seem to be drawing benefits under 
OASI and perhaps 1,200,000, counting the mothers along with the 
children, are getting benefits through relief or other assistance. The 
young beneficiaries average $15 a month under OASI and about $18 a 


sent cases in which the father has become disabled or is unable to 
support his family.) 

Roughly, then, we have between 40 and 45 per cent of the 11,000,000 
potential beneficiaries in the two categories of non-working aged and 
surviving non-working dependents drawing either relief or insurance 
benefits and 55 or 60 per cent not drawing benefits because presumably 
they fail to qualify under needs tests. After 10 
awkward psychological situation of too many on 
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dependent children receiving assistance as orphans because some repre- 
under insurance, and the discouraging suggestion to the thrifty that 
they might have been better off had they not made self-provision. 


86 The American Association of University Teachers of Insurance 


There are 5 specific limitations to the program as now in operation: 

1. The current financial expenditure is very small in relation 
to the presumptive later expenditure, when the size of the aged 
group will probably have doubled and the lag will finally have 
disappeared. 

2. The maintenance of relief techniques for so sizeable a 
proportion of the population is in marked conflict with the 
philosophy of insurance benefits as a right. Adverse psycho- 
logical results must have occurred among the personally respon- 
sible non-recipients. 

3. With fractional coverage and gearing of benefits to taxed 
wages, there are so many boundary lines between those who 
are in and those who are out, those who are insured and those 
who are not insured, that there results a fussy and complicated 
set of benefits the current costs of which are low but which 
are discriminatory and in minor respects inequitable. 

4. Railroad employees, not especially considered in this social 
security picture, have nevertheless secured special favors and 
so have created additional social strains. 

5. The bargain-counter objective continues to be the weakest 
point in most welfare programming and in virtually all points 
of the social security program. The local community gets help 
from the state, the state gets help from the federal govern- 
ment, labor gets governmental assistance becatse of taxes levied 
against employers and it is not clear just where the impact of 
the cost falls. 


The various degrees of membership in the OASI system are indicated 
by the following figures as of the end of 1946: 
Millions of 
Persons 


Benefit account numbers held by li policyholders estimated at.. 78 
Individuals with some wage wa 73 
Individuals fully insured 

Individuals currently but not fully insured 

Individuals insured: sum of 3 4 

Individuals fully insured who, assuming no change in the law, have 


in receipt 
iaries in receipt of monthly benefite 
Jobs in covered employment 
Persons working in covered employment within a year 

Thus, after 10 years, it is believed that the jobs which are in the 
covered categories represent more than half of the working relationships 
of the nation but that an otherwise fortunate freedom of action moves 
the worker in and out of covered employment with considerable flexi- 
bility. Also, the progress in understanding the financing of the system 
seems over the decade to have been very slight. In spite of many Con- 
gressional hearings on the subject, the present situation is one of general 
confusion both as to the basic facts and their interpretation. 
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be directed from a very 


II 
CONGRESSIONAL CONSIDERATION 


The social security program is essentially determined by Congressional 


action. In a reform administration Congressional action may seem to 
narrow segment of the community. The Social 


Security Act of 1935 represented less than a year of deliberation. 


The Congressional record for 1946 is as follows: 

1. The Calhoun Report on which work was being done at 
the end of 1945 was completed and presented to the House 
Ways and Means Committee early in 1946. The direction of 
the report came from Leonard Calhoun, formerly Assistant 
General Counsel of the Federal Security Agency. Several per- 
sons aided him in preparing different proportions of this report. 
Mr. Calhoun has not given it complete unity. The request made 
to Mr. Calhoun by the Committee involved more limited objec- 
tives. While the report covered more ground than was expected 
by the Committee it was still of limited scope and excluded 
any treatment of certain major issues. 

2. The Senate Finance Committee authorized further social 
security study but no working committee was appointed in 1946. 

3. The Railroad Retirement Board program, originally re- 
stricted to a staff pension plan for most of the railroad industry, 
which had earlier been expanded by the addition of unemploy- 
ment compensation (taking the coverage away from the states) 
under the Crosser legislation of 1946 was further expanded by 
adding certain survivors and temporary disability benefits. A 
competent study on the subject was carried forward under the 
direction of Chairman Lea of the Committee on Foreign and 
Inter-State Commerce, but it appears that individual members 
of Congress were more motivated by the threats of a small 
labor group than by their interest in the economy as a whole. 
Criticism of this legislation is available in the periodic reports 
on social security of the United States Chamber of Commerce. 
Potential benefits are very wide in range. In certain respects 
Railroad Retirement benefits are superior to those of the OASI. 
The primary error in the Railroad Retirement program how- 
ever is the favoritism shown a single group. 

4. Hearings on what had been first called the President’s 
Medical Care Program and later designated as the third 
Wagner-Murray-Dingell Bill occupied several months in the 
spring of 1946 and developed 5 printed volumes of recorded 
testimony. Whereas formerly hearings had been conducted 
before the House Ways and Means Committee or the Senate 
Finance Committee, precedent was broken and hearings were 
held before a friendly committee by the device of presenting 
the benefit side rather than that of costs. It developed in the 
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hearings that most of the testimony came from a very narrow 
group of proponents, that adverse criticism was discouraged 
by limiting testimony very largely to national organizations 
which could rarely have a corporate opinion. The 5 volumes 
therefore represent an incomplete discussion by the American 
people but it does point up many of the issues most interestingly 
for the person sufficiently trained in such matters to catch the 
overtones. 

5. Congress is developing the use of experts within Con- 
gressional committees. Some of the appointments are not very 
encouraging but the change ought to make Congress more 
responsible and help it to avoid the type of fiasco represented 
by the Railroad Retirement legislation. 

6. The newly organized Federal Security Agency, succeeding 
the Social Security Board, includes also the Childrens Bureau, 
formerly in the Department of Labor; the Vital Statistics 
Division of the Bureau of the Census; and the independent 
agency concerned with workmen’s compensation benefits for 
federal employees. This change adds to the over-all importance 
of insurance direction and demographic study. It increases the 
need for actuarial competence. The goal of the Federal Security 
Agency seems to be a full grown, major department which has 
sometimes been called Health and Welfare but which could just 
as readily be called Social Security. 

7. The 1946 elections mark the turning point from a long- 
term Democratic majority. It is probably to be expected that 
the long-range weighting of opinion on the side of labor may 
move over to a weighting of opinion on the side of general 
citizenship. There is presented to the new Republican majority 
the full range of social security problems. Since many of the 
new Republican members of both Houses seem to be thorough- 
going liberals their fresh approach to social security may, and 
probably should, slow down unthinking, immediate action and 
result in sounder legislation. 

8. Social security legislation of 1946, aside from that for 
railroad employees, included certain special OASI provisions 
for veterans, a further freezing of the long-standing OASI tax 
rate of 2 per cent for one more year, unemployment compensa- 
tion coverage of maritime workers, return of the employment 
service to the states, permission to the small number of states 
with earlier unemployment compensation employee contribu- 
tions to use these for temporary disability benefit programs, a 
temporary extra federal subsidy for public assistance and initia- 
tion of a special Congressional retirement system more generous 
than the abortive 1942 program. 

9. The bugaboo of heavy reconversion unemployment proved 
in 1946 to have been considerably over-rated. While unemploy- 
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ment benefit totals were higher than during the war years, 
they made very little inroads into accumulated reserves. The 
similarity between the deferred financial obligations of unem- 
ployment insurance and of assessment life insurance suggests 
that there will be much facile discussion as to the adequacy of 
$7,000,000,000 or $8,000,000,000 total unemployment reserves 
for any emergency. A level of unemployment equal to that from 
1930 to 1935 or 1936 could result both in (a) a heavy drain 
on the accumulated funds, and (b) a tremendous amount of 
uncompensated unemployment. Too little long-range cost ac- 
counting has been done in this area, much of it has been 
colored by temporary expediencies. 
Ill 
Tue FeperaL Security AGENCY 

The re-organization which led to creation of the Federal Security 
Agency has raised a question as to fundamental responsibility for study 
and research and has to some extent complicated rather than simplified 
administrative problems. The Agency has developed studies along func- 
tional lines on the importance of certain professional services; and has 
raised, rather than adequately settled, many questions. The more the 
Agency simulates the functions of a supervised insurance company the 
less adequately it appears to be facing its professional responsibility. 
Much of its difficulty lies in the common government handicap of low 
salaries but, as has been brought out in the Bureau of the Budget study 
on the use of economists in the government, part lies in paying inade- 
quately qualified persons too much money. The Agency is so important 
that basic administrative research must be continued and provision for 
fundamental research along the lines of actuarial accounting and sta- 
tistical analysis much more seriously approached. 

IV 
THE INTERNATIONAL SCENE 

1. ILO. While it is customary to assign to Germany the credit (or 
debit) for the establishment of the first social security program under 
the domination of Bismarck, it was Germany’s defeat in World War I 
that released social insurance to the world. The Versailles Treaty estab- 
lished the ILO whose avowed purpose was to raise living standards for 
labor all over the world, and among other purposes, to develop social 
insurance. The Anglo-French wing of ILO had found it difficult to 
rationalize mutually incompatible elements of German-dominated social 
insurance. As the central European nations qualified for the ILO this 
rationalization became even more difficult. ILO did however produce 
excellent summaries of widely divergent national plans. Lucien Feraud’s 
Actuarial Techniques in Social Insurance was a particularly important 
contribution because it brought out the contrasts between theories and 
practices of several countries. 
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The ILO influenced us in the U. S. somewhat through its published 

reports on certain aspects of the 1935 law, although the law, as I have 
brought out in my report on Some Backgrounds to American Social 
Security, was more largely influenced by the group insurance and the 
group annuity business in the United States. ILO further influenced 
us through John Winant, appointed to the chairmanship of the Social 
Security Board in 1935 after his brief participation in the work of ILO 
in Geneva. In his return to the ILO in 1937 as Assistant Director and 
subsequently as Director, there seemed possible an interaction between 
the two groups—the ILO and the Social Security Board—but this was 
interrupted by his appointment as Ambassador to Great Britain. The 
substitution of Dr. Schoenbaum for Mr. Lucien Feraud as actuary 
moved in to ILO a central European influence which has had rather 
important, long-range results in the newly developing social security 
programs. 
2. The central European viewpoint on social security and insurance 
generally, as has been brought out by Hayek in The Road to Serfdom, 
relied too exclusively on governmental domination and left too little 
room for non-governmental direction along individual and group lines. 
The application of central European viewpoints to Latin America may 
have seemed reasonable for a time, but Hayek’s point that too much 
government unfits a people for freedom is today pointed up by the sad 
condition of the German, the Austrian and the Czech peoples. Before 
we again copy models of non-democratic governments the current situa- 
tion of social security in these countries needs review. That review is 
now progressing under difficulties. Its significance is great. It requires 
a particularly high level of professional competence to make sure that 
its lessons are correctly interpreted. The Latin American nations differ 
in so many ways from us that we have to know them better before we 
can decide upon the wisdom of their ILO-sponsored social security 
plans. The adaptors of European social insurance models to Chile, Peru, 
Ecuador, Venezuela and Brazil have in the main faced serious problems 
in what seems to me a rather nonchalant or even flippant manner. We 
owe to these countries and to ourselves a further study of their problems 
if the Good Neighbor Policy is to be fully meaningful. We have so much 
more democratic development of our resources, including individual and 
bulk insurances, we so much less need the special adaptations of the 
whole economy so often implied by sponsors of the central European 
variety of social insurance, that before we can advise them competently, 
we need to canvass more fully both our own and their situations. 

3. In the light of the 3 previous paragraphs, one of the most impres- 
sive discussions on social security is Bases de Seguridad Social, written 
in late 1946 in Guatemala by two Costa Ricans, Oscar Barahona Streber, 
a lawyer, and J. Walter Dittel, an actuary. Their report is well organized, 
thoroughly logical and outlines the special backgrounds within Guate- 
mala. In view of their rather slight industrial development ; the survival 
of handicrafts among the Indian population, much of which does not 
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even speak Spanish; and the relatively small population of European 
birth, Bases de Seguridad Social takes a long viewpoint and considers 
the possibility that it may require 50 years before a social security 
program can be fully operating on social budgeting lines for the nation 
as @ whole. It therefore contemplates first only benefits for the com- 
mercial and industrial group, later to be extended to the entire popula- 
tion. Workmen’s compensation in the leading cities is the first step. 
It will come as a surprise to most persons familiar with the precipitancy 
in the establishment of other Latin American programs to find this 
caution and practical common sense. It is true of course that the absence 
of development of any form of insurance is in striking contrast to the 
conditions in the United States. 

4. The adoption in Great Britain of the general social security pro- 
gram outlined in recent White Papers and following rather closely the 
recommendations of Sir William Beveridge, has great interest for us in 
the United States, because it coincides with what we call a Socialistic _ 
government and a time of serious post-war handicaps. So much social 
insurance planning in other countries has involved deferred commitments 
that it requires considerable tolerance as well as competence to appreciate 
the importance of the current functioning of one of the pioneer social 
insurance enterprises. What has been referred to as the snowballing 
qualities of social insurance is evident here because Great Britain is 
meeting a nearly maximum load in a time of minimum financial 
resources. 

5. The discussion of social insurance as it pertains to nations like 
India and China, even more Latin America, shouid help us better to 
understand it. Charlotte Whitton, a Canadian formerly engaged in social 
work and now a free lance writer, has been working and talking on the 
special case of Canada and the United States and the unsuitability of 
Continental methods for the Anglo-Saxon democracies. The priority of 
attention demanded throughout the world to absolutely necessary relief, 
to getting the wheels of industry turning, to re-establishing agriculture, 
probably wisely deflects attention for awhile from the mechanics of 
social security. When we come back to social security it should be with 
a chastened and a better-informed approach. 


Vv 
LaBor 

The markedly inflationary demands of small labor groups whose 
members are already receiving incomes well above the average incomes 
of the nation have moved over into the insurance area through their 
inclusion of health and welfare plans. These demands have been accom- 
panied by much open criticism of the inadequacies of social security. 
Since many of these demands to represent asking for more rather 
than the correction of the condition of the underprivileged, they suggest 
that much social security liberalization may be of that same order. We 
have grown used to asking for liberalization. Labor must rethink what 
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this means in terms of costs and of the effect on the chances of a sound 
return to the ways of peace. Wight Bakke of Yale has written an excel- 
lent book entitled Mutual Survival which calls for a stronger sense of 
responsibility among all parties. Social security thinking has fallen into 
a pattern of what can be called the traditional and professional labor 
techniques. Social security should deal with all the citizens. 


VI 
Strupres 1n SocraL SECURITY 


Lewis Meriam’s book, published by the Brookings Institution, con- 
siders social security as a large, universally effective program with 
means tests. His arguments are well presented. He speaks for an impor- 
tant section of the American scene. He brings out the impact and the 
magnitude of social security costs as few other writers have done. I do 
not believe social security should be so thoroughly a relief program but 
his book is important. 

The United States Chamber of Commerce has committees dealing 
with social security problems and issues monthly bulletins dealing with 
social security. The reports on the Railroad Retirement legislation by 
Chairman Lea of the House Foreign and Interstate Commerce Com- 
mittee and Emerson Schmidt are thoroughly discerning and excellent 
from the critical angle. I prefer not to call this social security legislation 
though the New York Journal of Commerce has used the phrase for 
single employer retirement plans and even for the use of individual 
insurance policies. 

The American Council on Education has been studying Education for 
Social Security. Its conclusions, as far as they have developed, indicate 
how much more study is necessary on the part of the educators if they 
are to condition our workers and our citizens to an understanding of a 
rather inchoate problem. 

In connection with the current interest in state legislation for tem- 
porary disability cash benefits, groups of insurance-trained men have 
been studying the ways in which health insurance might be handled 
by a state. There is a leaning toward the compulsion which has accom- 
panied workmen’s compensation or automobile liability. It is suggested 
that the state might require employers to carry protection but permit 
the employers choice between insuring in private insurance companies 
and a state fund. 

The American Medical Association and its subordinate entity, the 
National Physicians Committee for the Extension of Medical Care, has 
from time to time prepared bulletins. These bulletins have commonly 
and unfortunately evidenced inadequate checking back to basic sources. 
They have been building up a reputation for a generally negative atti- 
tude toward social security. Recently they have secured Professor Dickin- 
son to take charge of mathematical and statistical analyses. Perhaps he 
will help them to outgrow this reputation for negation or perhaps he 
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will justify by more adequate analysis the validity of the position they 
seem to take. 

The quarterly Journal of Gerentology made its appearance in 1946. 
In each number it has carried an article in the social insurance field. 
The editorial staff evidences interest in the forces of conservation, the 
maintenance of full working capacity as more important than compensa- 
tion for idleness. 

The American Economic Association announced year-end confere-sces 
on social security with speakers drawn from colleges, foundations and 
the government. 

VII 


ConcLusions 


1947 may be the threshold to a long era of peace. This is going to be 
possible only on the basis of sincere discussions of basic needs rather 
than of the exercise of the techniques of a poker game. Social security 
analysis also must change from a matching of wits to a conscious seeking 
of sound policy. Its activities must be fundamentally honorable. 

We have seen the awkwardness of certain types of so-called full employ- 
ment. We have seen the collapse of many self-styled friends of the 
people. Thinking of the British discussion of nearly a century and a 
half of social security needs lying back of the current Beveridge program, 
it is the hope of this reviewer that something like a 3 to 5 year study of 
social security can be inaugurated in the United States. Such a review 
must move from too close an alliance between organized labor and 
government to embrace all elements of our society. Social security deci- 
sions are immediately of less importance than international mutual 
understanding and cooperation. As we achieve such understanding our 
international responsibility will require us to determine soundness in 
social security programs, not only for ourselves but also from the stand- 
point of their value to our friends in other nations. 

The unit in social security should not be the employee, the employer 
or the union. It should be the individual citizen in his personal and 
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Corliss L. Parry: An Appreciation 


Our Association owes a special debt of gratitude to Dr. Corliss 
Parry, whose death on June 30, 1946, at the early age of 45, 
grieved so many of us. That he was currently a member of its 
Executive Committee is a fact well known to the members; but 
perhaps few of them realize that he had been earnestly solicitous 
of its well-being from its early infancy, and even back in its pre- 
natal days! Over that span of years he gave a great deal of time 
and thought to advancing its interests in diverse ways. 

Those who were privileged to be intimately acquainted with him, 
as I was for over 15 years, know that it was characteristic of the 
man to give of himself unstintedly in any cause to which he was 
devoted. Besides being keenly interested and active in this and a 
half-dozen other learned societies, both American and British, he 
devoted himself to several civic causes. 

Though gifted with an uncommon catholicity of professional and 
other interests, his dominant one was life insurance, especially its 
investment aspects. Already before he joined the Metropolitan’s 
research staff in 1931, he had virtually completed at Ohio State 
his excellent doctoral thesis on investment policies of life insurance 
companies. Besides helping greatly on the Company’s studies, he 
was active in consultation work for the Life Insurance Investment 
Research Committee. From time to time he had written, or col- 
laborated in writing, encyclopedia and magazine articles on several 
insurance and investment topics. And his assistance on Malvin E. 
Davis’ book, “Industrial Life Insurance,” was so substantial that 
he was singled out for special acknowledgment in its preface. 

To my mind, Parry always seemed a fine example of “The 
Scholar in Business.” He was a member of both Phi Beta Kappa 
and Beta Gamma Sigma. His scholarship had not only breadth 
but depth. He was unusually versatile and deft in research tech- 
niques, original in his ideas, clear and cogent in expounding his 
conclusions—and, if need be, in defending them. In carrying on 
his researches he had a sense of proportion, of timing, and of 
“terminal facilities,’ to an extent that seems rare among those 
transferring from an academic to a business research career. This 
is as much a job of educating the executive as of research per se; 
and Parry was good in both functions. At the time of his death he 
was Senior Research Associate of the Company and my principal 
understudy. 

After leaving his teaching position at Ohio State, he inter- 
mittently continued as a lecturer on life insurance investments at 
Columbia and in the Life Officers Investment Seminar at Indiana 
University. He was a gifted teacher, both in the formal sense and 
in the training of subordinates ; on them, as on his other associates, 
he has left the indelible stamp of his mind and character. 

A. Berripee, Economist 
Metropolitan Life Insurance Company. 


PART Ill—Association Activities 


MINUTES OF ANNUAL BUSINESS MEETING 
The business meeting was held January 24, 1947, 5 p. m., at the Hotel 
Benjamin Franklin, Philadelphia, Pennsylvania. 
ELEcTION OF OFFICERS 


The Nominating Committee presented its recommendations as fol- 
lows: President, C. A. Kulp; Vice-President, J. Anderson Fitzgera!d ; 
Secretary-Treasurer, Chester A. Kline; Member of Executive Committee, 
Erwin A. Gaumnitz. The nominations were then amended by the addi- 
tion of Laurence J. Ackerman to fill the unexpired term on the Execu- 
tive Committee of Corliss L. Parry, deceased. A motion was then passed 
to declare the nominations closed and the nominees elected. 

Dr. Chester A. Kline’s letter of resignation from the Secretary- 
Treasurership was read. After considerable discussion it was moved and 
passed that his resignation be accepted with a rising vote of thanks, the 
resignation to be effective as soon as a successor could be selected. It was 
also moved and passed that the Executive Committee be authorized to 
make an interim appointment until next election. 

Wricht Awarp CoMMITTEE 

Dr. Frank G. Dickinson, chairman, reported the selection of Mr. Elmer 
Warren Sawyer as the recipient in 1946 of the Elizur Wright Award 
for his book on “Insurance as Interstate Commerce.” 

A question was raised regarding the consideration which should be 
given revisions as against original editions in making this award. After 
discussion, it was agreed that as stated in Memorandum No. 8, issued 
by former President Dickinson to the Executive Committee, considera- 
tion should be given to “revisions of books previously published on the 
basis of the extent and quality of the revision.” 

It was moved and passed that a statement of deep appreciation be 
made to the anonymous donor of the prize money given in connection 
with the Elizur Wright Literature Award. 

PRINTING OF PROCEEDINGS 


In view of increased publication costs, consideration was given to the 
possibility of publishing the next JournnaL by veritype, multilith or 
similar methods. It was moved and passed that the Executive Committee 
be appointed to select the method to be used. 


NAME OF THE ASSOCIATION 

There was extended discussion of the desirability of changing the 
name of the Association to exclude the word, University; together with 
the related question of the restriction of the right to vote to active 
members. It was pointed out that these two factors were important in 
connection with current efforts to enroll as associate members persons 
active in educational work. 
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It was moved and passed that the President be instructed to appoint 
a Special Committee to inquire into the possibilities of expanding our 


membership, particularly among company personnel eligible for Asso- 
ciate status; and to report as soon as practicable on this and related 
matters, including the sale of the JOURNAL to non-members. 


RETIREMENT OF MEMBERS 
A motion was passed providing that members who retire for reasons 
of age from educational work shall be continued as members of the 
Association in good standing without payment of annual dues. 


APPRECIATION 

The Secretary was directed to express the Association’s thanks to the 

American Mutual Alliance for sending the members during 1946 copies 
of Insurance Book Reviews. 


REPORT OF MEMBERSHIP COMMITTEE 
The following were admitted to membership during 1946: 
Beadles, Wm. T. 
Gravengaard, H. P. 
Griesmer, Paul D. 
Gruebner, Herbert C. 
Hay, Woodhull 
Hetherston, John P. 


The Membership Committee urges all members to aid in building up 
the membership. No formal application blank is used. Any member may 
propose others for membership. 


Ivry, David 
Nittinger, Ralph A. 
Thorp, Abner 
Woodward, Charles C. 


TREASURER’S REPORT FOR 1946 


Dunlap Printing Co. (Proceedings and Stationery) ..$ 635.40 

Miscellaneous Office Expenses of Secretary (Postage, 
Mimeographing, Office Supplies, Stenographic 
Services, etc.) 

Dinners for speakers at Annual Meeting, 1946 

Bank Charges for Handling Account 

Elizur Wright Prize Money to Alfred N. Guertin.... 

Expenses in connection with above 

Stenotype Institute of Cleveland (Annual Meeting, 


INCOME 
Cash on Hand, January 1, 1946............0ccceceeeeeeee-B 647.12 
Sales of Proceedings: 
200.20 
Advertising in Proceedings: 
Appleton & Company ............... 41.65 
Richard D. Irwin, Inc............... 35.00 
McGraw-Hill Book Co............... 35.00 
——_ 146.65 
Elizur Wright Prize Money .............. 250.00 
Certificate for above 18.05 
———_ 263.05 
Total Received from All $1,562.92 
DISBURSEMENTS 
Cash on Hand, December 31, 464.78 


COMMITTEE PERSONNEL 
1947 


Annual Meeting Program Committee 
Dean J. Anderson Fitzgerald, University of Texas, Chairman 
Dean Laurence J. Ackerman, University of Connecticut 
Professor Ralph H, Blanchard, Columbia University 
essor niversity of Pennsy' 
Mr. James C. O’Connor, National 


Committee on Collegiate Preparation for Insurance Careers 
Professor J. Loman, University of Pennsylvania, Chairman 
Professor Ralph H. Blanchard, Columbia University 
Professor David McCahan, University of Pennsylvania 


Committee on Professional Standards in Life, Property and Casualty Insurance 
Professor 8. S. Huebner, University of Pennsylvania, Chairman 
Dean J. Anderson Fitzgerald, University of Texas 
Professor David McCahan, University of Pennsylvania 


Membership Committee 
Professor Frank G. Dickinson, American Medical Association, Chairman 
Professor Chester A. Kline, University of Pennsylvania 
Mr. John M. Breen, Lumbermens Mutual Casualty Company 


Professor J. Maynard Keech, University of Miami 

Professor Donald M. Scoles, University of Southern California 

Mr. Hampton H. Irwin, Massachusetts Mutual Life Insurance Co., ex-officio 
Nominating Committee 

Professor — H. Blanchard, Columbia University, Chairman 

Professor J. H. Magee, Bangor, Maine 

Professor A. H. Mowbray, University of California 
Elisur Wright Insurance Literature Award Committee 


Members of Executive Committee 


Special Committee on Associate Membership and Related Matters 
Mr. Hampton H. Irwin, Massachusetts Mutual Life Insurance Co., Chairman 
Professor Ralph H. Blanchard, Columbia University 
Mr. John M. Breen, Lumbermens Mutual Casualty Company 
Mr. E. J. Faulkner, Woodmen Accident Company 
Professor J. Edward Hedges, Indiana University 
Mr. Joy Lichtenstein, San Rafael, California 


| 


| The Revised Editionof The. 
By LOUIS I. DUBLIN, Second Vice- 
2, LOTIA Money 
Value 


HIS book has been accepted as 

standard guide for ining the money 
values of persons at various ages according to 
their earnings. In this newly revised edition 
extensive recomputations have been made in 
the tables to conform to altered — 
resulting largely from lowered interest rates 


Kulp'’s CASUALTY INSURANCE 
Widely adopted for university courses, The Eastern Underwriter has 
called this standard text “one of the most comprehensive volumes yet written 
on the insurance business.” Presents an analytic treatment, liberally docu- 
mented, with emphasis throughout on basic principles. 48 Tables. $5.00 


PREPARATORY 
BUSINESS MATHEMATICS 


By LLOYD L. SMAIL 
Professor of Mathematics, Lehigh University 


Preparation for courses in Insurance, in Mathematics of Finance, and in 
Statistics, Designed expressly for students in Business Administration, it 
contains selected topics from Algebra, Analytic Geometry; includes chapters 
on types of graphs, curve fitting, probability. $2.75 


THE RONALD PRESS COMPANY 
15 E- 26th St., New York 10, N.Y. 


ture of the final tables showing the money 
57 Tables, 8 Charts. $6.00 an 
* | 
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A New Phird Edition 
Just Published 


GENERAL INSURANCE 
Third Edition 
by 


JOHN H. MAGEE 


President, J. F. Singleton Company 
Fellow, Insurance Institute of America 


This outstanding text has been adopted for required class- 
room use by more than 200 colleges and universities. It is 
unquestionably the leading textbook in this field today. 

In preparing this new Third Edition which was published 
May 1, 1947, the author has retained the basic plan of the 
original editions. However it has been brought up to date and 
presents all of the most recent legislation and legal interpreta- 
tions. A large number of other changes are based upon the 
suggestions of its many users. This gives the book an even 
more teachable presentation of the fundamental principles and 
practices of insurance. 

All of the questions and problems have been thoroughly 
revised. A new Solutions Manual will be available to the 
adoptors of this book. 

You will want to delay your decision as to a text until 
you can examine this new Third Edition of Ceneral Insurance 


by Magee. 
Send for an Examination Copy 


Richard Trewin. Ine. 


$42 So. Michigan Wwe: Chicago 


INSURANCE SERIES 
RALPH H. BLANCHARD, Editor 
Appleman 


221 $3.00 
INLAND MARINE INSURAN 


Davis 399 $3.00 
INDUSTRIAL LIFE INSURANCE 
IN THE UNITED STATES. 


Faulkner 366 $4.50 
INSURANCE. 
Hobbs 
WORKMEN’S COMPENSATION INSUR. 


ANCE. yom Employers’ Liab 
Insurance. Second wad 


Mowbra 694 pages, $5.00 
INSURANCE. Its Theory and Practice in 
i United States. Third edition. 


FIRE INSURANCE 


$2.50 
SURANCE AS INTERSTATE” 
COMMERCE. 


AUTOMOBILE LIABILITY 
Wheeler and Todd 190 
SAFEGUARDING LIFE IN 


PROCEEDS. 
486 pages, $4.50 
MARINE INSURANCE. Second edition. 


Send for copies on approval 
McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 18, N. Y. 


| | pages, 
LIFE INSURANCE. Sixth edition. 
Michelbacher 705 $5.50 
CASUALTY INSURANCE PRINCIPLES. 
Patterson 501 pages, $4.00 . 
ESSENTIALS OF INSURANCE LAW. 
Reed 380 pages, $4.50 
50 
320 pa $3.50 
SURANCE. 
$2.75 
CE 
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Insurance Principles 
and Practices By ROBERT RIEGEL and JEROME 5, MILLER 


¢ More comprehensive than ever before, this sweep- 
ing amplification of a long-famous study gives your 
classes expert guidance through the entire world of 
insurance. It describes and explains the latest pro- 
cedures in every branch. 

One-fifth of all chapters are brand-new. In the 
long list of added topics you will find many subjects 
for which only scattered references have until now 
been available. Arranged and written for sag yee 4 
this work includes teaching aids which make it rema 
ably effective in the classroom. Suggestions from 
hundreds of teachers using previous editions have 
guided the authors in their revisions. 


Profitable Insurance Agency 


Management », su: san 


© The first book showing in detail how to secure 
ter profits through skillful planning of agency 
unctions and = Demonstrates how to perform 
every activi or casualty agen 
with 4 the effective methods. 
outstanding authority's 34 years of first-hand scientific 
study of more than |,200 agencies from coast to coast. 


Risks We Face By LAURENCE J. ACKERMAN and RALPH W. BUGLI 


© The first text of its kind in the field. Here is a brief, 
non-technical manual of property insurance, giving a 
clear and comprehensive picture of property insurance, 
its underlying principles, its economic importance, its 
vocational opportunities, and its role in the life of the 
individual. Well suited as a basic text in property 
insurance, and as a supplementary study in related 
subjects. 
Send for your approval copies. 


PRENTICE-HALL, INC. 70 AVENUE, NEW YORK 1) 
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THE UNITED STATES REVIEW 
Leading Journal of Insurance 


52 Newsy, Instructive Issues 
for Only $2.75 


The UNITED STATES REVIEW 
Office is YOUR HEADQUARTERS 
for BOOKS ON INSURANCE 


NEW EDITIONS ¢ ALL PUBLISHERS 


Write to “Book Dept.” 
UNITED STATES REVIEW PUBLISHING CO. 
Philadelphia 5, Pa. 


PROCEEDINGS 


The Secretary has copies of the Proceedings 
of previous Annual Meetings available at 
prices ranging up to $1.50 each. 


( 

I 
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PURPOSES 


Promotion of insurance education. 
Encouragement of research in the insurance field. 
To provide an open forum for scientific discussion of all kinds of 
insurance. 
The Association will take no position as an organization on 
any insurance problem, nor will it be in any way responsible 
for the expression of opinion of any one of its members. 
. Publication of such material as may from time to time seem appro- 
priate in forwarding the general purposes of the Association. 
Co-operation with other American organizations interested in whole, 
or in part, in insurance education. 


. Co-operation with similar organizations in foreign countries. 


MEMBERSHIP REQUIREMENTS 


Active—Any person who, at the time he originally applies for mem- 
bership or at the time he requests reinstatement of a 

previously lapsed, holds a teaching appointmert in an accredi 
college or university in the United States or Canada, and who is 
offering for degree credit one or more graduate or undergraduate 
courses devoted entirely to insurance (including insurance law and 
actuarial science), shall be eligible for active membership in the 
Association. 


Associate—Any person who is, or has been, engaged in any form of 
educational. work in insurance, but who is not eligible for active 
membership, shall be eligible for associate membership in the Asso- 
ciation. An associate member who, subsequent to joining the 
Association, meets the eligibility requirements for active member- 
ship may be tranrferred to active status upon request, with approval 
of the Executive Committee. Associate members shall not have the 
right to vote or to hold office, except as hereinafter provided. 
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TEXTBOOK NEWS 


PROFESSOR OF INSURANCE AND COMMERCE AT THE 
UNIVERSITY OF PENNSYLVANIA; PRESIDENT OF THE 
AMERICAN COLLEGE OF LIFE UNDERWRITERS, ETC. 


very practical textbook brings together in compact and classi- 

fied form the facts and information which give a comprehensive 

understanding of the nature of life insurance and the legitimate ways 

in which it should be employed in the interest of personal, family, 
and business welfare. $4.25. 


THE ECONOMICS OF 


LIFE INSURANCE 
REVISED AND ENLARGED EDITION 
By S. S. HUEBNER 


EMPHASIZING the dollar value of human life in family and busi- 

ness affairs, this textbook for advanced courses in insurance 
discueses the availability of life insurance as a practical means of 
applying, to the management of life values the fundamental prin- 
ciples customarily applied to property affairs. $2.50. 


PROPERTY INSURANCE 
THIRD EDITION 


By S. S. HUEBNER 


A COMPREHENSIVE and non-technical discussion of the important 
economical and legal principles and the leading practices upon 
which the various kinds of property insurance are based. This 
volume will be extremely helpful to those engaged in the insurance 
business as well as to property owners who wish a comprehensive 
understanding of the nature of property insurance. Illustrated. $3.75. ~ 


LIFE INSURANCE 
THIRD EDITION 

By 

S. S. HUEBNER, Ph.D., Sc.D. 

| 

D. APPLETON-CENTURY COMPANY! 

35 West 32nd Street, New York, New Youre 
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